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126 
EXCERPTS FROM TRANSCRIPT OF PROCEEDING 
Eugene H. Holstead 
was called as a witness, and, having been first duly sworn 
was examined and testified as follows: 
* * a * ° s * 
Direct Examination. 
By Mr. Ross: 

Q. Would you state your full name and address? <A. 
E. H. Holstead; business address, 150 Eglinton Avenue 
East, Toronto, Ontario. 


Cross Examination. 
By Mr. O’Brien: 


Q. Did you participate in the negotiations leading up to 
the corporate agreement dated August 20, 1965, between 
Trans Canada Pipe Line, Ltd., and American Natural Gas 
Company, which is contained in Item A? A. I did. 

Q. Also, sir, did you participate in the negotiations of 
the precedent agreement dated September 24, 1965, be- 
tween Great Lakes Gas Transmission Company, Michigan 
Wisconsin Pipe Line Company, Michigan Consolidated 
Gas Company, and Trans Canada Pipe Lines, Ltd.? A. 
Yes, sir. 
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Q. I presume, sir, that you also were involved in the 
negotiations, if I may use that term, leading to the formula- 
tion of the pro forma contracts, Exhibits A, B, C, and D, 
of the precedent agreement? A. Yes. 
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Q. Are you as the general manager and policy witness 
for Great Lakes generally familiar with the testimony 
and the exhibits of the other witnesses in this proceeding, 
Mr. Holstead? A. Generally; yes, sir. 

Q. If Great Lakes is certified in this proceeding, Mr. 
Holstead, can vou tell me what will be the organization 
structure of the principal office of Great Lakes? A. There 
is an agreement between Trans Canada Pipe Lines, Ltd., 
and American Natural Gas Company that Trans Canada 
will name the chief executive officer of Great Lakes. The 
other principal officers would be made up of personnel of 
both Trans Canada and American Natural, as would the 
senior staff members. 

Q. You spoke of an agreement relating to the naming of 
the chief executive officer; is that correct? A. Yes, sir. 

Q. Is that in writing? A. No, it is not. 

Q. Is there any agreement as to the term of office of the 
chief executive officer to be named by Trans Canada? A. 


No, I don’t think there is a specific agreement as to 


130 


the term of office. 

Q. That agreement is not in writing? A. No. That is 
correct. 

Q. Where will the principal office of Great Lakes be 
located, Mr. Holstead? A. That has not been definitely 
determined, but quite likely in Detroit. 

Q. Mr. Holstead, you indicated that at the principal 
office of Great Lakes it will be staffed by employees of both 
Trans Canada and American Natural? A. Yes. 

Q. Could you give me the total number of employees 
there will be? A. No, I cannot. The full organization has 
not yet been decided upon. 

Q. Do you have any idea how many will be Trans 
Canada employees and how many will be American Nat- 
ural employees? A. No. As I said, the chief executive 
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will be a Trans Canada appointee. I imagine the other 
principal officers may he equally divided between the two. 


* & *. * . ° * ? 


Q. Do I understand correctly that Trans Canada is 
solely and only a gas transmission company? A. That is 
its only business, yes. 

Q. It is not in the distribution business nor in the pro- 
ducing business at all? A. That is right, no. 


Q. Mr. Holstead, you did testify for Trans-Canada in 
the proceedings recently held before the National Energy 
Board, didn’t vou? <A. Yes, 1 did. 

Q. I assume you are familiar with the testimony and 
exhibits presented by Trans-Canada in that proceeding? 
A. Yes, sir. 

Q. In the hearing before the National Energy Board did 
not Trans-Canada present evidence to the ffect that the 
increase in average cost per Mef of transmission on Trans- 
Canada’s total system over the Great Lakes would be ap- 
proximately two cents per Mef? A. Yes. 

Q. Mr. Holstead, again at page 10 of your testimony you 
stated that some fours ago Trans-Canada and Michigan 
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Wisconsin considered a project which would transport 
additional volumes of gas for Trans-Canada’s eastern 
Canadian markets and provide additional supplies of gas 
to Michigan Wisconsin. Then you state that no zone of 
agreement was reached. Could you tell me why there was 
no zone of agreement reached, Mr. Holstead? A. I am 
not trying to be facetious, but I think it is simply because 
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Trans-Canada and American Natural or Michigan Wis- 
consin could never come together on a common ground, 
that the points insisted on by one party could not be met 
by the other party. 

Q. Let me ask you this first: Your testimony states that 
Trans-Canada and Michigan Wisconsin considered a proj- 
ect. In this sense are you using Michigan Wisconsin as 
different from the American Natural System? A. Oh, no. 
Iam sorry. No. 

Q. What was the nature of that project at which no 
zone of agreement was reached? A. The project physically 
really was quite similar to the Great Lakes project. It 
involved a temporary exchange for a short term of time 
which, in turn, would phase out and become a net purchase 
of Canadian gas by Michigan Wisconsin and a transporta- 
tion of gas for Trans-Canada from Burstall to eastern 
Canada. 

Q. Where is Burstall, for the benefit of the American 
lawyers? 

143 

A. Tam sorry. I should have said Emerson, rather than 
Burstall. 

Q. Were there any discussions as to common ownership 
involved in this project of which we are speaking, some 
four years ago? A. Yes, sir. 

Q. You stated earlier that no zone of agreement could 
be reached because, if I may paraphrase, there was not a 
meeting of the minds on certain grounds. What were the 
grounds on which you could not agree? A. Well, I think 
the basic grounds were the economics of the project, and 
the amount of gas to be purchased by Michigan Wisconsin. 

Q. By the economics, do you mean it was not an eco- 
nomically feasible project? A. No. I mean the ownership 
and the participation in the project. 

Q. You spoke a few moments ago of two grounds. One 
was economics, and what was the other one? Do you recall, 
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sir? A. We never did agree on the point in time and the 
volume of gas which Michigan Wisconsin would purchase. 
This is my recollection of the events at that time. 

* . * * * * ° s * 
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Q. At page 11 of your testimony you state that after 
Great Lakes filed its application in 1964 that Midwestern 
and Mich-Wis formulated an alternative project and these 
two companies then met with Trans-Canada? A. That is 
correct. 

Q. When we use the term “Michigan Wisconsin” here 
again 

145 
I assume we refer to the American Natural System, as 
distinguished from Michigan Wisconsin alone. A. They 
are the same people. I am not sure whether, at the moment, 
they represented American Natural or Michigan Wisconsin. 
I am using the two terms indiscriminately. 

Q. At page 11 you state that after the Midwestern and 
Mich-Wis applications were filed negotiations between 
Trans-Canada and American Natural were resumed. A. 
That is correct. 

Q. Was Midwestern a part of these negotiations? A. 
Yes. It is a three-party negotiation. The contract was made 
first with the American Natural group, who were the 
people with whom Trans-Canada had negotiated for so 
long before. 


s . * * e . ° * . * 


By Mr. McGrath: 
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Q. As I understand it, the position of Great Lakes is that 
Northern—that one of the reasons why you do not intend 
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to negotiate, at least, with Northern at this stage of the 
Proceeding, is because you do not have confidence in their 
gas supply; is that correct? A. That is putting it a 
little harshly. We think there is a distinct advantage to a 
direct line wherein in our eastern markets are supported, 
Trans Canada’s eastern markets are supported, by Trans 
Canada’s reserves directly without depending upon the 
deliverability of Northern’s reserves. 


* * * e 


Q. Mr. Seder this morning made mention of one of the 
benefits of this arrangement with the Belle River storage, 
I believe it was. Would you assume that Trans-Canada 
would benefit by the Belle River storage facilities? A. Oh, 
I think certainly in a case of line difficulty or interruption 
or supply on Trans-Canada’s northern system they would 
very likely get some benefit from the Belle River Mills 
field. 


By Mr. Mastor: 


Q. Would you give me the approximate time that Trans- 
Canada started studying methods to provide additional 
service to eastern Canada? A. As I recall it was sometime 
in 1961. 

Q. Can you put it anywhere near January or December 
or— A. I think it would be late, more toward December. 

Q. In1961? A. Yes, sir. 

Q. Was that the first time Trans-Canada began to plan 
for additional gas service to eastern Canada? A. No, sir. 
It simply grew out of the realization that at that time 
Trans-Canada was not many years away from having to 
loop its northern system; and realizing that this could be 
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a costly thing, we began to look for alternative methods of 
serving the growth market in eastern Canada. 

Q. I don’t think you have answered the question. Was 
1961 the first time Trans-Canada began to study the alterna- 
tive methods of providing additional service to eastern 
Canada? A. If your question is “alternative to looping 
its own pipeline system,” yes. 

Q. Okay. When did it study looping its pipeline system? 
Apparently sometime before 1961? A. I think that is the 
natural, normal growth method that other things would be 
an alternative to. 
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Q. Anyway, in 1961 Trans-Canada recognized it would 
cost too much to loop its line, is that correct? A. No, sir, 
not “too much.” It realized that it would be costly and it 
sought a more economical alternative. 

Q. It recognized that when it began its studies? Perhaps 
we can get something we can agree on and start from that. 

I don’t want to try to get you to say something you don’t 
want to. But when did Trans-Canada affirmatively begin to 
study delivering more gas to eastern Canada? A. We have 
always recognized that the eastern Canadian market would 
continue to grow year by year for many, many years in the 
future. At about the close of the year 1961 we sort of took 
stock, and said, in effect, “Well, we are not more than 
probably three years or so away with our projected growth 
from having to loop our 30-inch system through Northern 
Ontario.” 

We had known from the onset that this is expensive 
construction. So since we were only three or four years 
away from having to loop it we began at that time to seek 
an alternative. 

Q. All right. Then at that time, with this realization of 
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the hard-rock problem of looping the line you started a 
group study? A. Yes. 
Q. What is a “group study”? Will you explain that to me? 
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A. As you recognize, in seeking an alternative one casts 
about over a rather wide field, in general studies. The 
thought occurred to us that the more economical route 
than looping through northern Ontario would be the con- 
struction of a pipeline generally paralleling the Lakehead 
crude line along the present route of Great Lakes. 

It further occurred to us that there was a potential of 
expanding our export sales by bringing certain United 
States companies, particularly those who were distributor- 
oriented, into the picture and seeking if they required gas 
and if they would be interested in a joint project on some 
basis. The basis was entirely open. 

So meetings were held with several companies in the 
United States, and from these discussions Michigan Wis- 
consin and Trans-Canada carried forward with a joint 
study. 

Q. With whom did you meet first of these American 
Companies when you decided you were going to expand 
the line through the United States? A. I am not sure with 
whom we met first. But the gToup was composed of Michi- 
gan Wisconsin Pipe Line, Natural Gas Pipe Line Company 
of America and the Consolidated system. 

Q. I suppose this would be sometime around the early 
part of 1962? A. I am sorry, I believe it was during 1962. 

Q. Did you meet with these companies individually and 
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see whether they would be interested in working some kind 
of a joint venture project with Trans-Canada? A. Yes. 
We met with them individually, and we have met with cer- 
tain of them as groups. 


(220) 


Q. You said you met with Natural Gas Pipe Line. But 
apparently nothing came out of any negotiations with 
Natural Gas Pipe? A. That is correct, sir. 

Q. Why not? A. Well, I think basically at the time— 
I am not familiar with Natural Gas Pipe Line’s opera- 
tions, but at the time their problem seemed to be load 
factor, and that a new project apparently could not compete 
with Natural Gas Pipe Line Company of American’s exist- 
ing pipeline if pipeline service were required, and that a 
service to Natural Gas Pipe Line or to Peoples’ Gas would 
require some element of storage or peaking which we were 
not able to provide. 

Q. Did you meet with Northern Natural at this time that 
you met with Natural Gas Pipe and Mich-Wis, and whoever 
else youmet with? A. No, sir. 

Q. Any reason that you know of why they were not 
considered as a possibility for your additional service to 
eastern Canada? <A. No, no specific reason that I recall. 
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Q. Do you know whether you had knowledge at that time 
that Northern Natural was a distributor-oriented pipeline? 
A. In my opinion they are not a distributor-oriented pipe- 
line. 

Q. Why? A. I think—it is my impression, and certainly 
I am not speaking for Northern, my impression is that their 
business is largely transmission. I realize they have a 
distribution division. 

Q. When you say a “distributor-oriented pipeline,” you 
mean one that is actively in the distribution business? A. 
Yes. 

Q. Trans-Canada is not a distributor-oriented pipeline? 
A. No. 

Q. Great Lakes will not be a distributor-oriented pipe- 
line? A. Excuse me. Let us say distributor-oriented com- 
pany. No, Trans-Canada is not, Great Lakes will not be. 
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Q. Anyway, you eliminated “natural Gas Pipe” as a 
possibility in 1962, is that correct? A. No, sir, we did rot 
“eliminate” Natural Gas Pipe—did you say “Natural Gas 
Pipe”? 

Q. Yes. A. Yes. Yes. 

Q. You said something about talking to the Consolidated 
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System, or something was “Consolidated” in it? A. Yes. 

Q. Tell me about that. A. As you know, Consolidated 
Natural Gas Company is a large distribution company 
operating in Pennsylvania and these areas. Their pipeline 
system I believe joins that of American Louisiana near 
somewhere south of Toledo. 

In the early negotiations Consolidated was polled to 
determine whether or not they would be interested in a 
supply of Canadian gas. They expressed some interest, but 
again no agreement was ever reached. 

Q. So negotiations died down with the Consolidated 
Natural System? A. Yes, sir. 

Q. Then you also said you talked with Michigan Wis- 
consin Pipe Line Company. Is that correct? A. Yes, sir, 
that is correct. 

Q. What happened between Trans-Canada and Mich- 
Wis in 1962? A. In 1962 and for a period following we 
attempted to put together a joint project to supply some 
gas to Michigan Wisconsin and to transport large volumes 
of gas from Emerson to eastern Canada. As we said yester- 
day, we reached no zone of agreement in these negotiations. 
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Q. There were no negotiations with Northern Natural at 
about this time regarding a possibility of Northern and 
Trans-Canada having an equity position in this joint pipe- 
line, were there? A. There were no negotiations. 
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Q. Any discussions? Any communications, whatever word 
you want to use? A. I am sure Mr. Sampson won’t mind 
my saying there was a phone call from Mr. Sampson to me 
in which he said he drew certain conclusions from the fact 
Mich-Wis, Great Lakes and Midwestern had asked permis- 
sion from the FPC to withdraw the applications, and that 
he was interested in the outcome. 

Q. And that was it? 


A. Yes, sir. 


Q. On page 12 of your prepared testimony you talk about 
“direct transportation” of Canadian gas. What does that 
mean? <A. That means direct transportation as opposed to 
exchanges. 

Q. Somehow, in your opinion, is it better than gas that 


would be delivered to Trans-Canada by way of exchange? 
A. Yes, sir. 

Q. Why? A. I think the two things are very widely 
divergent. First, there is a distinct advantage to a pipeline 
which is in effect a loop of Trans Canada. Such a pipeline 
can be dispatched, expanded, engineered, in conjunction 
with the facilities 
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of Trans Canada. 

Secondly, the delivery to the market is directly depend- 
ent upon the reserves and deliverability of Trans Canada. 
It does not impose the deliverability, reserves, and attend- 
ant problems of some third party. 

Q. Do you feel that the Northern proposal has some 
questionmark as to deliverability on it, while the Trans 
Canada proposal does not? A. It is a matter of degree. 
I certainly think that the delivery through the Northern 
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system as proposed is not as secure as delivery through 
the Great Lakes line as proposed. 

Q. You mean the reserves are not as secure behind the 
Northern proposal as behind the Trans Canada proposal? 
A. Certainly it is my information that neither the deliver- 
ability life nor the reserve life is as long. But the problem 
goes further than this, and becomes one of mechanics. 

Q. You say neither the deliverability life nor the reserve 
life are as long. You mean Northern’s deliverability and 
reserve life are not as long as Trans Canada’s? A. That 
is my information. I am not an expert in this field. 
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Q. It is a fact, is it not, Mr. Holstead, that Northern’s 
reserves are not involved in its proposal, because it de- 
livers to Trans Canada only the gas, or equivalent gas, 
which it receives from Trans Canada, so it is in effect a 


wash transaction? A. Certainly it is fair to say that the 
Northern project makes no demand volume-wise on North- 
ern’s reserves. My point is simply that Trans Canada’s 
reserve life, Trans Canada’s deliverability, is substantially 
greater than Northern’s, 
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from my information. 

The ability of any exchange arrangement to supply our 
markets depends on the ability of the exchanging company 
to deliver the gas from its existing reserves. This, in my 
opinion, is a world apart from a direct pipeline tie onto 
one of Trans Canada’s reserves and on the other end to 
Trans Canada’s markets. I think Mr. Ross said in his open- 
ing statement that Trans Canada’s deliverability, based on 
growth through the year 1970, is 14 years. Now, this is quite 
a large reserve. I am informed that Northern’s deliver- 
ability is substantially less than that. 
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Q. How much less? A. Well, as I understand it, the 
deliverability of the Northern—in their exhibits the deliver- 
ability of Northern is based on market today, and that new 
gas would be required for any growth. So the question has 
to arise that Northern must procure more gas before it 
could insure deliverability to Trans Canada’s markets. This 
is certainly one of the reasons that we object to the North- 
ern proposal, among several others. 

Q. Because Northern’s reserves are substantially less 
than Trans Canada’s on a deliverability basis? A. Yes, on 
a deliverability basis, and, as I understand it, on a life 
index basis. 


Q. You prefer the Great Lakes proposal over Northern’s 
because of this deliverability and life index preference that 
you have, is that correct? A. Among other reasons. 

Q. What are your other reasons? A. Well, as has been 
set out in Mr. Ross’s opening statement, one reason is that 
Trans Canada will not and cannot turn over responsibility 
for delivery of Trans Canada’s gas to Trans Canada’s 
markets to a third-party company in whose policy it has 
no voice. 

I think the advantage of a pipeline system which is in 
effect a loop of Trans Canada is very great, in operation, 
in cases of emergency or difficulty. 

Thirdly, it is my considered opinion that the economic 
benefits claimed by Northern are based on very unsound 
premise, and that these savings in fact will not accrue. 
And that Trans Canada, with an equal voice in the manage- 
ment of Great Lakes, having appointed its chief executive 
officer, and with the agreement of the parties of the prime 
function of Great Lakes, this certainly gives Trans Canada 
all the voice in this company 
required to realize its purpose. We have none of these in 
the Northern proposition. 
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Q. As I understood your second reason it was essentially 
ownership and control; is that correct? A. Yes. 

Q. Would you Oppose a project which would be more 
economical but in which Trans Canada had no ownership 
or control? A. Trans Canada has always in these negotia- 
tions negotiated from the position of a through pipeline 
which might or might not have a certain element of joint 
ownership but in which Trans Canada had, in effect, mana- 
gerial control. 

Q. That managerial control in fact is a condition prece- 
dent to Trans Canada’s preference for any project that 
would serve the needs of the eastern Canadian markets, is 
that correct? A. I am not sure exactly what you mean by 
“conditioned precedent.” Certainly it is one of the major 
elements that would be required in any project acceptable 
to Trans Canada, simply because there has been a thread 
of innuendo running through here, I think even the term 


“Dog in the manger” was used, that Trans Canada is at- 
tempting to foreclose this Commission from exercising its 
judgment of the public interest. 

This is in no way true. Trans Canada has simply weighed 
every consideration and has come to a business judgment. 
This business judgment is not made in the narrow light of 
Trans 
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Canada’s corporate well being, it is made in the light of 
Trans Canada’s responsibility to its customers. And this is 
Trans Canada’s sincere judgment. 

Now, in making this judgment it recognizes that Great 
Lakes would become a natural gas pipeline company under 
the Natural Gas Act, and as such has responsibility to 
other customers along its routes. 

I think several of these gentlemen who represent distribu- 
tion companies said yesterday that in their opinion there 
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is an advantage to having a supply of Canadian gas avail- 
able to the upper end of Northern’s system. Certainly I 
can see this. But this supply of Canadian gas to the upper 
end of Northern’s system is available through Great Lakes. 
In fact, it is available only through Great Lakes. 

Now, this supply of gas would make it unnecessary to con- 
struct a large amount of facilities on the Northern system, 
and it is also my belief that Great Lakes could put gas 
into the upper end of Northern’s system for considerably 
less than Northern’s current zone rate. 

Trans Canada is a responsible and mature utility com- 
pany, and it certainly does not come to these decisions 
capriciously, and certainly does not go about laying down 
ultimatums to regulatory authorities. 

Q. Other than the three you have named for preferring 
Great Lakes’ proposal over Northern’s, do you have any 
other? 
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A. I think the major ones are the through line, the de- 
pendence on Trans Canada’s reserves, a voice in the policy 
of any carrier which is responsible for the delivery to 
Trans Canada’s markets, and thirdly, as I said, it is my 
considered opinion that these economic advantages that are 
claimed just are not real. 


By Mr. Le Buhn: 


Q. Do you know whether pre-Cambrian rock shield in 
Canada is in difficult terrain? Can you point out in Exhibit 
1-A where this shield is, approximately? A. Beginning at 
Winnipeg from roughly half way between Winnipeg and 
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the Manitoba border, stretching from there to the Lake 
head, or Port Arthur, this is all largely rock. There is what 
is called a clay belt that exists on a part of the Northern 
route east of Port Arthur. From about the point marked 
Timmins down beyond a point marked Bracebridge, this 
is almost solid granite, and it is interspersed in and 
around. 
Q. Excuse me. Did vou say clay or granite? 
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A. I said there is a so-called clay belt that lies across 
part of this Northern route east of Port Arthur, and one of 
the reasons for routing it in that direction was to take 
advantage of that. 

Q. You say between Timmins and North Bay? A. That 
is very rough. 

Mr. Ross: I thought vou said Bracebridge. 

The Witness: I am sorry, between Timmins and the 
point marked “Bracebridge.” That is east, or south of 
North Bay. 
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Mr. Seder: I have just one question for clarification. 
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I think one of Mr. Mastor’s questions had the inference 
that negotiation between Trans Canada and American 
Natural System began and ended early in 1962. To see the 
record is clear, it is a fact, is it not, Mr. Holstead, that 
discussion between American Natural and Trans Canada, 
and their joint studies, continued for some period of time 
after early 1962? 

The Witness: Oh, ves. Yes. 


276 
By Mr. Lewnes: 


Q. When the Great Lakes project was first formulated 
that project was put before the directors of Trans Canada 
for their approval, was it not? A. Yes. 

Q. Has the question ever been put before the board of 
directors of Trans Canada as it would relate to deliveries 
to the Northern project? A. It has certainly been put be- 
fore a committee of the board of directors charged with 
such decisions. 
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Q. But the board of directors is the one that would re- 
solve that question? A. Yes. I think the board of directors 
has resolved that question. 

Q. Has the board of directors voted and in effect agreed 
that any certification in this proceeding of the Northern 
project which would in turn mean denial of the authoriza- 
tion sought by Great Lakes, that under those conditions 
they would absolutely not export the gas into the United 
States for redelivery into Canada? 

Mr. Ross: May we have that question read? It was pretty 
long. . 

The Witness: Through the Northern project? 

By Mr. Lewnes: 


Q. Yes. Through the Northern project. 
Mr. Ross: May I have that long question read? I may 
have an objection. 


(Question read) 


Mr. Ross: Are you talking about by Northern Natural, 
or— 
Mr. Lewnes: I am talking about Northern certification, 


yes. 
Presiding Examiner: That is understood. 
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You may answer. 
The Witness: That is the decision of Trans Canada’s 
management and directors. 
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* * * * ad * * ° om 


Q. All right. Without getting into the historicity covered 
by Mr. Mastor, I would limit myself to the application 
Great Lakes filed just prior to the filing of the competitive 
proposal of Midwest and Mich-Wie. And when I used the 
term “Great Lakes,” I am encompassing Trans Canada in 
that. When I use the term “American Natural,” I am en- 
compassing Michigan-Wisconsin and Mich-Con, okay? 
A. All right. 
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Q. You have indicated once the Mich-Wis and Midwest- 
ern competitive applications had been filed, negotiations 
were resumed between American Natural and Trans Can- 


ada, is that correct? A. I don’t know, I am not sure this 
is a distinction. But it was after it was filed. 

Q. All right. Who approached whom? Was it Trans 
Canada that then went to American Natural, or did Ameri- 
can Natural approach Trans Canada? A. I believe Trans 
Canada approached American Natural, probably at the 
directors’ level. 
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Q. And it was a fact, was it not, that once the negotia- 
tions were happily concluded whereby American Natural 
was to participate in the Great Lakes application, it was 
understood, was it not, that Michigan Wisconsin would, 
of course, withdraw its application which was a competitive 
application to Great Lakes? A. Yes, sir. 

Q. And it was also understood that Midwestern would 
withdraw its application? A. Yes, sir. 

Q. Was it not also a condition that Midwestern would 
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withdraw its application providing Mich-Wis was agree- 
able to taking the 113,000 from Midwestern at Marsh Field? 
That was one of the conditions of Midwestern withdrawing 
its application? A. Yes. This was part of the overall 
agreement. 

Q. All right. In the original Great Lakes application, 
and again we are talking about the 1964 application, there 
was no proposal to make any sales to Mich-Con, is that 
correct? A. That is correct. 

Q. Who insisted that sales to Mich-Con be included in 
the present Great Lakes proposal? A. I think this has 
its genesis back in the earlier negotiations we were talking 
about this morning, when the original negotiation between 
Trans Canada and Michigan Wisconsin was in progress. 
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But again, who re-instituted the idea that Trans Canada 
should sell gas to Mich-Con? A. I don’t know precisely 
who said it first. But this was one of the conditions of the 


agreement. 

Q. Well, was it not in fact Trans Canada that insisted 
that in order to make the economics of the Great Lakes’ 
proposal a little sweeter, shall I put it, that they should 
include sales to Mich-Con? A. Certainly Trans Canada, 
I am sure, would not have entered into agreement without 
these sales. 


301 

Q. I have one final queston. I think the answer is ob- 
vious, but I think we ought to get it in the record. 

You are aware, are you not, that the position taken by 
certain parties before the Canadian Energy Board is one 
favoring the construction of additional facilities in Trans 
Canada as opposed to constructing facilities in the United 
States? A. Yes, sir. I am aware of that. 
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Q. Finally, am I correct in assuming that should the 
Canadian Energy Board make such a finding that it be con- 
structed in the United States the Great Lakes application 
just folds up, is that correct? A. You mean constructed in 
Canada? 

Q. Yes. The answer is obvious that these proceedings 
fold up? A. Oh, yes. Certainly. 


* * * * ° * * * * 
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Redirect Examination. 
By Mr. Ross: 

Q. In response to a question, I believe from Mr. Mastor, 
you alluded to a telephone call from Mr. Sampson. Would 
you elaborate on that conversation? A. As I recall it Mr. 
Sampson said, in effect, that if an agreement was in the 
making which involved ownership in Great Lakes other than 
Trans Canada’s ownership in Great Lakes he would like to 
advise me that Northern had been interested and remained 


interested in an equity position. 


Whereupon, 
Frederick E. Culvern 


was called as a witness, and, after being first duly sworn, 
was examined and testified as follows: 
Direct Examination 


Cross Examination. 
By Mr. Case: 

Q. Referring to page 9 of your testimony, Mr. Culvern, 
you refer to types A, B and C construction, in accordance 
with the ASA Code. What do you mean by Type A, Type B 
and Type C construction, sir? A. Under the ASA Code 
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for pressure piping various areas are diveded into types 
in accordance with certain population indices. Type A is 
that through open country. Type A construction requires a 
design factor of 72% of the stipulated yield 


1226 
By Mr. Case: 
Q. Looking at your working papers I would like to verify 
what you did. Was your original estimate of a pipeline 
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for Great Lakes based on a design of 30-inch pipeline? A. 
Yes, sir. 

Q. What wall thickness of pipe did you use in that orig- 
inal design? A. Let me refer— 

Mr. Ross: I object to the question. What relevance does 
it have? We have a 36-inch pipeline here. 

Mr. Case: Mr. Examiner, the witness already said that 
his original design was based on a 30-inch pipeline. I will 
admit all the detailed estimates we find in the working pa- 
pers have to do with a design of 30-inch, the cost of laying 
a 30-inch pipeline. We see no detailed estimates of a 36- 
inch pipeline. 

Presiding Examiner: You may proceed. 

The Witness: You wanted the wall thickness of the 30- 
inch pipeline on which the original cost estimate was based? 
That was .344 inches. 


By Mr. Case: 


Q. You also made computations on laying other 30-inch 
pipelines with different wall thicknesses, as well as larger 
diameter pipelines, is that not correct, Mr. Culvern? <A. 
Yes, sir. 

Q. Could you tell me the various pipeline diameters and 
wall thicknesses you used and prepared a construction esti- 
mate for? 
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Mr. Ross: May that be read, please? 

(Question read.) 

Mr. Ross: If Your Honor please, I think that is too in- 
definite a question. We have here a 36-inch pipeline. Any- 
thing that relates to that 36-inch pipeline is certainly rele- 
vant for Mr. Case to ask about. But he is asking generally 
what other pipeline sizes may have been studied. 

Presiding Examiner: I assume this relates to an impli- 
cation that the cost details relate to a 30-inch line rather 
than the 36-inch line. 

Mr. Ross: With that understanding, that his questions 
relate to the lines that are relevant to or were used in mak- 
ing the estimates here, I would have no objection. 

Presiding Examiner: The witness may answer. I am as- 
suming the cross examiner is probing whether or not earlier 
estimates were taken over bodily as applied to the 36-inch 
line. Let’s proceed. 

Mr. Ross: As long as it is tied to that I have no objec- 
tion. 

Presiding Examiner: I assume this is the relevance of 
this line of examination. 

The Witness: The detailed estimate we prepared on the 
30-inch pipeline were for .344 wall thickness, unless perhaps 
some small section, such as stream crossings, might have 
been some different wall thickness. When we prepare such 
estimate the base 

1229 
wall thickness is taken as governing and small sections of 
slight differing wall thickness are considered as part of the 
overall estimate. This is for a system of pipelines in which 
the main pipe is .344 walls. 
By Mr. Case: 

Q. Thank you. I hand you three pages from your work- 

ing papers, the first page of which contains an explanation 
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of your pipe installation cost—the first two pages, excuse 
me, contain an explanation of your pipe installation cost. 
The third page consists of unit cost per foot for various 
sections of the pipeline, and I ask you if that is a copy of 
your working papers, which was furnished to Northern in 
this regard. 

Presiding Examiner: This document will be marked for 
identification Exhibit No. 68 for identification. 

(Whereupon, the document referred to above was marked 
for identification as Exhibit No. 68.) 

The Witness: Yes, sir, these papers appear to be copies 
from those submitted as work papers. 

By Mr. Case: 

Q. Turning to page 3 of Exhibit 68, is it not a fact that 
that page contains a unit cost of laying four different pipe- 
lines, two of 36-inch diameter and two of 34-inch? A. Yes. 

Q. No, turning to page 2, is the formula on that page 2 


the formula by which the estimates, your detailed esti- 
mates, for 


1230 


laying 30-inch pipeline with a .344 wall thickness were ex- 
panded to get the unit cost of laying the 36-inch diameter 
with .406 wall thickness? A. Yes, sir. 

Q. This same formula was also used to expand the 30- 
inch pipeline to get the laying cost of a 34-inch diameter 
pipeline, too, is that correct? A. I believe that is correct. 
I have not checked that particular combination on this work 
sheet since we have not submitted anything on a 34-inch 
line. 

Q. Yes. I am mainly interested in the way you derive the 
laying cost of 36-inch pipeline with a .406 wall thickness. 
Is my understanding correct that you took your unit laying 
cost in each particular area for a 30-inch diameter pipeline, 
and by the use of the formula on page two derived a factor 
of 1.135, which you applied to the unit cost for the 30-inch 
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line and obtained the cost of laying a 36-inch line? A. Yes, 
sir, I did. 

Q. Is that correct? <A. Yes, sir. 

Q. Mr. Culvern, this means that your basic estimate on a 
30-inch line with .344 diameter is your basic construction 
estimate for a 36-inch pipeline in this proceeding, is that 
correct? A. The route survey was made at the time we 
considered 
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a 30-inch pipeline, and to that extent the 30-inch pipeline is 
the basis from which the 36-inch pipe costs were derived in 
accordance with the formula given on your page two of your 
Exhibit 68. 

Q. After Great Lakes decided to build a 36-inch pipeline, 
then, you did not make a detailed study using all of the 
separate individual unit factors and judgments and other 
factors you used in the 30-inch line to start out from scratch 
and build a construction estimate for the laying of a 36-inch 
line, did you? A. That is correct. 

Q. When was your estimate for a 30-inch diameter pipe- 
line made, Mr. Culvern? A. This estimate was made in 
general during 1964. The reconnaissance extended over a 
period, as you will note from the other work papers you 
had. But the estimate was made in 1964. 

Q. When was the reconnaissance work done, sir? A. I 
will have to refer to my notes. Part of it was done in late 
1963, and further in May 1964. 

Q. According to the work paper which has been identified 
as Exhibit No. 68, that bears a date of June 10, 1964. Can 
we assume that the work on the 30-inch diameter pipeline 
was completed by that time, Mr. Culvern? A. Yes, sir. 

Q. In making your estimate? 
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A. Yes, sir. To the best of my knowledge it was all com- 
pleted by that date. 
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Q. Do you know the reason why—well, why was your de- 
sign originally predicated on a 30-inch diameter pipeline? 
A. I believe at various times in this proceeding reference 
has been made to studies on a system of moving gas from 
Canada, Western Canada, into Hastern Canada. And dur- 
ing the early stages of this project the quantities involved 
were such that a 30-inch pipeline appeared to be a suitable 
size. 

Q. On the basis of a two hundred million dollar construc- 
tion cost for a major pipeline of this size do you not think 
that a detailed estimate on a 36-inch pipeline is justified? 
A. We consider that this is a detailed estimate on a 36-inch 
pipeline. 

Q. You have used a factor of 1.135 to expand the laying 
cost of a 30-inch line to the laying cost of a 36-inch line. 
Can you tell me what that factor is based on? <A. Engi- 
neering consultants such as ourselves are often called upon 
to evaluate projects under various conditions. It is quite 
often necessary to study, as you have noted from some of 


the work papers which contain extraneous information to 
this project, various sizes of pipe that might be under con- 
sideration. 

Quite often such extrapolations are made on the basis of 
the first power, or direct ratio of the diameters. However, 
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we consider that this does not always yield as good answers 
as some ratio that are slightly less than that. As a result, 
some of the people in our organization, including myself, 
have used what we call the seven-tenths rule, which allows 
the changing cost to vary slightly less than the first power 
of the diameter. And that is what we have used in this 
case here. 

However, also when we make such a cost estimate and it 
is finally set up for a report or a project such as this we 
always review these cost estimates with our construction 
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department. And these estimates have been reviewed. We 
consider that they are entirely accurate and that we should 
obtain suitable contract bid price at these costs. 

Q. Mr. Culvern, in your experience do you know of a 
particular instance where you have an exact experiential 
basis for determining that the cost of laying a 36-inch line 
would be 13.5 percent higher than the cost of a 30-inch line? 
A. An exact experience is hard to obtain, because when such 
cost estimates are made and subsequently submitted for 
bids if the bid price is within the normal accuracies of the 
estimate we are seldom able to find out exactly what the 
costs are. But in the absence of any projects connected 
with this we have assumed that these are good values. 

Q. I see. Does Williams Brothers check the files of the 
Commission for actual construction costs of various sized 
pipelines as reported by the natural gas pipelines that are 
subject 

1284 
to the jurisdiction of the Power Commission? A. We do 
on oceasion, or refer to other published information which 
is abstracted from those files. 

Q. You are aware that the Federal Power Commission 
publishes periodically a report of the actual construction 
experience of the natural gas pipelines, are you not? A. 
Yes. I have seen some early reports on that. 

Q. Do you know whether any of these periodic publica- 
tions of the Federal Power Commission indicate any corre- 
lation of a factor of 1.135 between the cost of laying 30-inch 
line as compared to the cost of 36-inch line? A. I have not 
seen that exact correlation. But looking at the published 
figures, which are normally published by years, you find a 
very wide discrepancy in the cost of the same size of pipe 
in various portions of the country. This extrapolation rule 
is applied only to a given route, not to extrapolate to dif- 
ferent portions of the country. If you have examined a 
particular route, then within a limited range of pipe sizes 
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we can use this rule for extrapolation. This doesn’t mean 
you can go to some other location and apply such a rule. 

Q. If the 1.135 factor is not based on Williams Brothers’ 
actual experience how did you determine this factor was 
applicable to the route you have selected for the Great 
Lakes project? A. I did not mean to imply that this was 
not within our experience, because we have made numbers 
of estimates which 

1235 
have appeared to be satisfactory. 

Q. Do your work papers indicate, except on the exhibit 
marked for identification as Exhibit No. 68, any source for 
the 1.135 factor? A. No, sir, they do not. 

Q. You mentioned this raising to the seven-tenths power 
the cost of expanding a facility. Is the seven-tenths factor 
sometimes applicable to liquefied gas extraction plants and 
those types of facilities? A. To the best of my knowledge 
I have not used it on anything except straight pipeline sys- 
tems such as this. 

Q. Do you know whether any other contractors or com- 
panies in the natural gas industry use this factor of 1.135 
in converting the cost of laying 30-inch line to the cost of 
laying 36-inch pipeline? A. I have no personal knowledge, 
myself. However, various people in our organization have 
used it for some time. 

Q. You do not know, then, whether other segments of the 
industry have used it or not? A. I do not. 

Q. I don’t want to beat this problem to death, Mr. Cul- 
vern, but are you aware that the publication issued by the 
Federal Power Commission indicates that over a 5-year 
period of 1960 through 1964 the ratio between total 30-inch 
construction by natural gas pipelines and the total con- 
struction of 36-inch 
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pipelines by natural gas pipelines, that that ratio is actu- 
ally 1.393? A. I have not made that comparison. 
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Q. Are you aware that— 

Presiding Examiner: From what publication are you 
reading, Mr. Case? Will you just identify it? 

Mr. Case: Just a moment, Mr. Examiner, I will iden- 
tify it. 

It is a report of the Federal Power Commission, Bureau 
of Natural Gas, entitled, ‘‘Cost of Pipeline and Compressor 
Station Construction under Non-Budget Type Certificate 
Authorizations as Reported by Pipeline Companies in Fis- 
cal Year 1964, (July 1, 1963 to June 30, 1964)” and it is 
dated Washington, D. C., March 22, 1965. 

Presiding Examiner: Thank you, Mr. Case. 

Mr. Ross: At what page are you? 

Mr. Case: I have reference to the totality of the report. 
The report breaks down construction costs of various-sized 
pipelines by natural gas pipelines. 

Mr. Ross: You referred to specific figures. Could we 
know the page? 

Mr. Case: Just a moment, and we will give you a page. 

Particularly, it is Table 4-a, found at page 13. 

Presiding Examiner: You may proceed, Mr. Case. 


By Mr. Case: 


Q. Also, Mr. Culvern, I just ask you whether you are 
1237 


familiar with an article in the July 5, 1965, issue of the Oil 
and Gas Journal, entitled, ‘‘Eighth Annual Study of Pipe- 
line Installation and Equipment Costs,’ which shows a re- 
lationship between 30 and 36-inch pipeline for this same 
period of time to which I had reference in the Federal 
Power Commission Report, that shows that the ratio is 
1.32. A. I have seen such publication, Mr. Case. Again I 
would like to point out that this extrapolation to which I 
referred referred to a pipeline in a given location. 

You are comparing pipelines in different locations under 
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different terrain conditions. The simile is not applicable 
here in my opinion. 

Q. The difficulty I have, Mr. Culvern, is the fact that 
since you relate it to this specific location all I can deter- 
mine from your testimony and your working papers is that 
the 1.135 factor is a judgment factor. You say you have no 
specific experience on this factor, and you do not show, 
other than the fact that you have a formula, how it was 
derived. I just want to be sure that we are clear that it is 
a judgment factor, and no more. 

Now, that is exactly what it is, isn’t it? A. This is a fac- 
tor which, as I have said before, we can use to extrapolate 
items that relate to a direct laying cost. The cost of laying 
various sizes of pipe is affected largely by the rate of prog- 
ress on each spread which in turn is a func- 
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tion of the pipe diameter. Other costs, such as move-in, 
may not be so affected. 

Q. We are just talking about the cost of laying pipe, and 
that is all we are talking about? A. That is correct. 

Q. As I understand your testimony, again you don’t 
know whether the formula you have on page two of Exhibit 
68 is used by any other company or business in the industry 
or not, do you? A. No. 

Mr. Ross: The witness has answered this question at 
least twice, Your Honor. 

Presiding Examiner: I think he has answered the ques- 
tion. 


By Mr. Case: 


Q. Do you know of any pipeline for which Williams 
Brothers did the engineering or supervised construction in 
which this factor, and this formula on page two of Exhibit 
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No. 68 actually was reflected or was derived from? A. 
No, sir. 


Q. Well, doesn’t your company maintain records of what 
it costs, for example, to construct a pipeline where rock 
excavation is required? Don’t you obtain unit costs of con- 
struction in that kind of terrain? A. In estimating a full- 
spread section, such as we have shown here as section 1, the 
reconnaissance people will make notes of things that would 
affect the progress rate. That is applied to their figures to 
arrive at their judgment as to the average progress ex- 
pected on such a spread. This can vary very widely in 
various areas. 


1250 
By Mr. Case: 


Q. I want to turn now to the Mackinac crossing. We 
are still talking about the cost of laying the pipeline. 

In this connection I refer you again to the last paragraph 
of page 1 of Exhibit No. 68, in which you say: ‘‘The in- 
stallation price for the crossing of the Straits of Mackinac 
was determined by investigations into Lakehead Pipeline 
Company’s installation costs for their very similar cross- 
ing of the Straits, and by analyses of the effects of sim- 
ilarities and dissimilarities between the two crossings.” 

Did I accurately quote that paragraph, the last paragraph 
on page 1 of Exhibit No. 68? A. Yes. 

Q. It is my understanding that Great Lakes is proposing 
a double crossing of two 24-inch Pipelines, is that correct? 
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A. Yes, sir. 
Q. And how long are each of those lengths? A. Let me 
refer to my notes for a moment, Mr. Case. 
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The total amount of pipe we have listed for that is about 
50,000 feet of 24-inch pipe. The length of the crossing, 
being approximately half of that, would be around 25,000 
feet. 

Q. That is for each of the two sections? <A. Yes. 

Q. Can we refer to this as an approximation of approxi- 
mately 4.5 miles each, each of those sections? A. Let me 
refer to my exhibit which contains that mileage figure. 
50,048 feet, which we give as the total length of pipe re- 
quired for the dual crossing. In miles that is listed as 
4.55 miles. 

Q. What is the wall thickness of your 24-inch pipe, Mr. 
Culvern? A. That will be half-inch wall thickness. 

Q. And do you lay that with concrete or without con- 
crete? A. That will probably be laid with concrete, as we 
have it contemplated. 

Q. What were the sizes and lengths of the Lakehead 
crossing of the Straits? A. The lengths of that crossing 
were approximately the same as the one we have used. 
I do not at the moment have at hand whether they changed 
pipe size in crossing that 
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or not. Their mainline, they said, was 30-inch. 

Q. You did not determine the diameter of the pipe they 
used in your investigations of their installation costs? A. 
Yes, we did, and I probably have it in some of my notes. 
I don’t have it on the stand at the moment. 

Q. Would you accept, subject to check, that it is two 20- 
inch diameter crossings? A. Yes. 

Q. And that they are also approximately 4.5 miles each 
in length? <A. Yes, sir. 

Q. Would you accept, subject to check that the wall thick- 
ness of the 20-inch diameter pipe used by Lakehead is 
0.8? A. Yes, sir. 

Q. Do you know whether the Lakehead line was laid 
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with or without concrete? A. I believe the Lakehead line 
was laid with concrete. I would like to check that in my 
notes, sir, if I may. 
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Q. Mr. Culvern, are you willing to accept that the Lake- 
heal line was laid without concrete, subject to check? A. 
Yes, sir. 

Q. Do you know what the cost of laying across the Straits 
of Mackinac by Lakehead were for its two 20-inch lines? 
A. I do not know the exact cost of that crossing. Our 
people have talked with Lakehead’s people to arrive at a 
judgment figure, in coming up with our laying cost across 
the Straits of Mackinac. 

Q. Could you tell me whether your estimate would be 
higher or lower than the Lakehead estimate—I mean the 
actual cost, sir, excuse me, the Lakehead actual cost? A. 
Again, I would have no way of knowing what the Lake- 
head actual costs were. 

Q. Did you make any effort to find out? A. Yes. We 
discussed this problem with some of the Lakehead people, 
and the cost figures on that are somewhat 
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hard to determine in detail by their records on it. 

Then, this crossing cost was determined by an examina- 
tion of the ground, by our people, who are experts, again, 
experienced in this type of crossing, and after conversa- 
tion with the Lakehead people. 

Q. I am not sure that I understand just how you made 
your estimate, if you don’t know what Lakehead’s costs 
were. 

Presiding Examiner: I got the impression, Mr. Culvern, 
from your statement in Exhibit 68, that you started with 
the actual cost figures of Lakehead pipeline. 
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- The Witness: We investigated the costs of Lakehead, by 
conversation with the Lakehead people. There are no ex- 
act published costs on that. We had discussions with their 
chief engineer about this crossing, and they have told us 
verbally figures that are in line with the work sheets that 
we have submitted in this paragraph here. We put ex- 
perienced engineers to examine this crossing, to arrive at 
this crossing cost figure. 

Presiding Examiner: I get the impression from your 
statement in Exhibit 68 that you started with dollar figures 
given to you by Lakehead. 

The Witness: I don’t believe we had exact dollar figures. 
We had general cost figures from them, only. 

Presiding Examiner: All right. 


By Mr. Case: 
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Q. Mr. Culvern, could I see your work sheets, because 
my engineers inform me that the only thing you supplied to 
us in response to our request for working papers that re- 
lated to the Straits of Mackinac Crossing is the tabulation 
here in Exhibit 68. A. That is the work sheet to which I 
referred, Exhibit No. 68. 

Q. The only thing that is on here, that refers to Lake- 
head, is this paragraph that I quoted. A. That is correct. 

Q. Are there any further numbers? A. No, sir. 

Q. There are no numbers in here, other than the total 
figures? A. That is right. 

Q. Did you determine a unit cost per foot of going across 
the Straits of Mackinac? A. I don’t believe it was arrived 
at in exactly that manner, Mr. Case. 

Q. Did you determine the number of workmen in the 
construction spread that would be utilized to lay the pipe 
across the Straits of Mackinac? A. Not in detail, sir. 

Mr. Ross: If Your Honor please, to save time, perhaps 
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Mr. Case would ask him how they did determine them, 
instead 
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of probing around. 
Presiding Examiner: Well, we will let Mr. Case conduct 
his cross examination. 


By Mr. Case: 


Q. Do you know how many persons were utilized in the 
construction spread in the construction of the Lakehead 
line? A. No, sir. 

Q. Mr. Culvern, I am having great difficulty in uderstand- 
ing exactly what you obtained from Lakehead that you used 
in preparing your estimate of the Great Lakes’ cost of cross- 
ing the Straits of Mackinac. Exactly what did you use, 
sir? A. The major thing we obtained from them was the 
discussion of the problems that they had encountered and 
partially an expression of their opinion of whether such a 
crossing might well be made in light of present construc- 
tion techniques. From this we made our estimate. 

Q. Well, can you tell me who gave you that information? 
A. I believe the person to whom we talked with was Mr. 
Roger Clute. 

Q. How do you spell that? A. I believe it is C-l-u-t-e. 

Q. Do you know what his position is with Lakehead? <A. 
I believe he is Chief Engineer. 

Q. Well, did he tell you that the laying of the 
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Lakehead line across the Straits of Mackinac was an easy 
construction job, or a moderately hard construction job, 
or a hard construction job? A. He said this was a hard 
construction job. And I did not have the conversation 
with Mr. Clute directly. The conversations were had by 
our engineer in charge of checking the costs of this cross- 
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ing. And I have accepted the information transmitted to 
me, in my exhibit. 

Q. Did he indicate that if Lakehead had to do the cross- 
ing over the Straits of Mackinac today that it would do it 
any differently than it did in 1953? A. By ‘‘differently,’’ 
do you mean different construction techniques? 

Q. Yes. A. No sir. 

Q. Did you ever check your final estimate for the cost 
of Great Lakes’ crossing of the Straits with the Lakehead 
people? Did you ever discuss your estimate with them? 
A. Did I personally discuss it with them? 

Q. Or did any of the people working under your direc- 
tion and supervision discuss it with them? <A. Yes, I be- 
lieve they did. 

Q. Did Mr. Clute give any expression of opinion on the 
figures that were shown to them? A. That has been my 
general understanding, sir. 
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Q. Did he indicate that that Lakehead crossing of the 
Sraits today would be more expensive than it was when 
it was actually constructed? A. That it would be any more 
expensive? 

Mr. Ross: Objection. I don’t think it is material whether 
it would cost more today than it did 20 years ago. 

Presiding Examiner: I think it is legitimate cross exam- 
ination. He may answer. The witness says the installa- 
tion price for crossing the Straits of Mackinac was 
determined by investigation into Lakehead Pipeline Com- 
pany’s installation costs. Let’s proceed. 

Mr. Case: Was there an answer to my last question? 

Presiding Examiner: No, there was no answer. 

The Witness: Certain things have increased in cost since 
that date. For example, labor costs undoubtedly have gone 
up on that. However, operators putting in submarine cross- 
ings have also gained additional experience since that 
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period of time, and we believe that in light of that ex- 
perience and our present available equipment the project 
can be put in for the price we have estimated. 


By Mr. Case: 


Q. Bearing in mind that you are going to install a 
double-track 24-inch crossing, as compared to Lakehead’s 
double-track 20-inch crossing, would you say that in 1967 
the cost of laying the crossing for Great Lakes would be 
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more costly than, or at least equal to, Lakehead’s cost for 
two 20-inch crossings in 1953? A. I believe in the light of 
the knowledge gained from that crossing and the knowl- 
edge gained in laying additional underwater crossings since 
that date that the cost can be less than the Lakehead cost 
at that date. 

Q. Well, at this point I would like you to tell me in 
detail just how your estimate for the Great Lakes crossing 
of the Straits of Mackinac was prepared. A. I thought I 
had, Mr. Case. 

Q. I would like for you to point out particularly the 
similarities and dissimilarities between the way you in- 
tend to lay the crossing as compared to what Lakehead did. 
A. T cannot make such a direct comparison. 

Q. You state here on Exhibit 68, the last two lines, ‘‘and 
by analyses of the effects of similarities and dissimiliarities 
between the two crossings,’”’ and I want to know, what do 
those words mean? A. The similarities, of course, refer to 
the fact that we are crossing the straits in an area some- 
what similar to that in which the Lakehead crossing was 
made. 

Dissimilarities can well be the size of the yipe, perhaps 
the techniques that such underwater crossing people have 
evolved since then, and I am not an expert on that par- 
ticular line, but we have depended on our people who do 
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that work. 


The construction techniques, of course, of that time, 
have been looked at, and I am sure, in that light, that we 
feel we can lay the crossing in. 

Q. I would like you to go into that a little further, be- 
cause so far as I know on this record there is no break- 
down of the numbers you have in here for the Straits of 
Mackinac crossing of Great Lakes, and the mere phrase 
“‘differences in construction techniques’? is meaningless 
unless— 

Presiding Examiner: Mr. Case, I think at this point you 
are arguing. The witness has already answered that he 
cannot give you such a breakdown. It is fruitless, I think, 
to pursue this further. 

Mr. Ross: If Your Honor please, we do have a breakdown 
in our exhibits. 

Presiding Examiner: Well, he is talking about the 
specific breakdown of the costs of crossing the Straits of 
Mackinac. 

Mr. Case: All you have is total labor, and— 

Mr. Ross: There is schedule 15, page 1 of 1, which gives 
—Exhibit 21-A, that gives the construction breakdown. 

Presiding Examiner: Well, the witness can answer the 
question, then. 

The Witness: Are you looking for a breakdown other 
than that shown on the schedule under Schedule 15? 


By Mr. Case: 
1261 

Q. Yes. I assume you know how many people will be 
used in the construction spread and what kind of equip- 
ment you are going to use? A. I have stated that I do 
not have that information. 

Q. Does anybody in your organization have that informa- 
tion? A. I think perhaps they might. 
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Presiding Examiner: You may proceed, Mr. Case. 

Mr. Ross: If Your Honor please, there was some informa- 
tion, I think, that Mr. Culvern was asked to check on 
during the noon recess. Perhaps at this time he could 
supply it. 

Mr. Case: I asked him to verify the construction data of 
the Lakehead Pipeline Company. 

The Witness: The Lakehead Pipeline was constructed 
in 1953. I was thinking of looping that has been subse- 
quent to that, on the main line, not the crossing. 

Secondly, you asked about the two 20-inch lines of 8/10ths 
wall thickness. Twenty inches is correct. The wall thick- 
ness was listed as 13/16ths inches, which is .8123, which is 
equivalent to the 8/10ths you referred to, Mr. Case. 

The line was laid bare, without additional weighting, and 
the lines which we propose to be laid are to be concrete 
coated as shown on our estimate—on your exhibit sheet. 
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Q. Are you aware that the regulations of the Interstate 
Commerce Commission require oil and pipeline products 
companies to report in detail their actual construction costs 
of pipelines which are subject to the tariff jurisdiction of 
the Interstate Commerce Commission? A. Of my personal 
knowledge I have not seen those figures. However, I as- 
sume they are so required. 

Q. Well, I will ask you to accept, subject to check that 
such reports are required and that Lakehead Pipeline Com- 
pany has supplied on forms, specifically forms of the Inter- 
state Commerce Commission—the name of the form being 
BV No. 88 R— 

Mr. Ross: Just a moment. 

If Your Honor please, at this juncture it appears to me 
that Mr. Case is going into extensive examination of this 
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witness concerning matters that are not really relevant to 
the witness’ direct examination. I inquire at this time 
as to the purpose of Mr. Case in going into all these de- 
tails. Williams Brothers has constructed more pipeline 
than any company in the United States and I want to 
know whether Northern Natural is questioning the fact 
that this company knows how to estimate the cost of a 
pipeline. 

I might add that our costs for the same amount of pipeline 
are higher than their costs. Is he challenging the costs? 
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Presiding Examiner: I assume the whole purpose of the 
cross examination is to challenge the construction cost esti- 
mates. 

Mr. Case? 

Mr. Ross: Is that true, or are we just spending time 
here? 

Presiding Examiner: Let’s hear from Mr. Case. 


Mr. Case: Mr. Examiner, I don’t know that Mr. Ross 
has made an objection yet. 

Presiding Examiner: I assume he is making an objection. 

Mr. Case: If he wants to know what Northern’s position 
is, it is that the total cost of construction, including the 
labor and materials, of the Great Lakes Pipeline Company, 
are understated. 

Mr. Ross: If Your Honor please, I do object specifically 
to the last question, which goes into the problem of what 
reports the Interstate Commerce Commission may publish 
with regard to another project entirely. 

Presiding Examiner: The objection is overruled, Mr. 
Ross. The question, I assume, is preliminary to the ques- 
tion about the witness’ use of installation costs of Lake- 
head Pipeline Company as a basis for his estimates of the 
cost of crossing the Straits of Mackinac. 

Now let’s proceed. 
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Mr. Case: I don’t know whether the witness answered 

my 
1268 
last question. I don’t believe he did. 

The Witness: Would you read it back? 

Presiding Examiner: The objection was made prior to 
any answer. 

Why don’t you get to the question, and skip the pre- 
liminaries. : 

Mr. Case: I was asking the witness to accept, subject 
to check, that the labor costs of installing the Lakehead 
crossing of two 20-inch pipelines on the Straits of Mackinac 
were shown on the report furnished to the Interstate Com- 
merce Commission, being $7,330,000, shown in that report. 

Mr. Ross: Are you asking the witness whether he knows 
this? 

Mr. Case: Yes. I will just ask him to accept it, subject 
to check. 

Presiding Examiner: Proceed with your question. 

Mr. Ross: How do we verify this, Mr. Examiner? 

Presiding Examiner: He is asking him, the witness, 
merely to assume these figures. Now, if the figures are not 
proper, then the whole question fails. Let’s get on with the 
question. Give him all the assumptions, then get to the 
question, Mr. Case. 

Mr. Case: Mr. Examiner— 

Presiding Examiner: I assume this is a matter of public 
record. 

1269 
Mr. Case: This is a matter of public record. 

Presiding Examiner: Let’s proceed. 

Mr. Case: If I might point out, Mr. Examiner, had I 
known Mr. Daley was not going to appear, I would have 
had copies. I have a photostatic copy of the report. As a 
matter of fact I would like to show it to Mr. Culvern with 
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the understanding that we will duplicate this, and furnish it 
for the record. 

I am giving him the section of the report that just deals 
with the Mackinac crossing. 

Presiding Examiner: For purposes of assumption and 
as a foundation for the question you are going to ask 
him you may show him the document. 

Mr. Case: I would like him to examine the document. 

Presiding Examiner: This is a photocopy of the data 
on file with the ICC? 

Mr. Case: That is correct, sir. 

The Witness: Where on this are the figures to which you 
refer, Mr. Case? Are they actually on here? 


By Mr. Case: 


Q. The labor cost figures I have reference to are the 
ones with a check mark, across, on them. There are also 
shown on that report some materials costs. I believe the 
total cost, labor and materials, of the crossing of the 
Straights is shown to be approximately $8.6 million. A. 
I will accept that, subject to check, as you have 
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said. 

Mr. Case: We will have this duplicated, Mr. Examiner, 
and furnish copies to the parties. I wonder if we might 
have it marked for identification as Exhibit No. 69? I have 
this copy. We will have copies tomorrow. 

Presiding Examiner: All right. We will reserve Exhibit 
No. 69 for identification for the document that has just 
been described. 


(Exhibit No. 69 for Identification was reserved.) 
By Mr. Case: 


Q. Were you aware of any of those costs of Lakehead 
at the time you prepared your estimate of the Mackinac 
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crossing? A. This particular publication I did not know 
about. There have been, I am sure, some generally pub- 
lished numbers about the cost of that crossing. However, 
the cost estimate which we have submitted in our exhibit 
was prepared by the assistant to our construction superin- 
tendent, who was working for Bechtel at the time this 
crossing was laid. 

In addition, this estimate was also checked by a man 
who was in our employ and who worked for a number of 
years there, Mr. Sam Collins, who did the actual construe- 
tion work on that crossing, as a basis for our cost estimates. 

Q. Are you or are you not taking the responsibility for 
the Mackinac Straights crossing? A. I am. 
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Mr. Case: Mr. Examiner, I am under some difficulty. 
Presiding Examiner: Why don’t you proceed with your 


interrogation? 

Mr. Case: I do not think that those kind of comments 
add much to the record. 

Presiding Examiner: That may be your opinion, but this 
is always a matter of argument, and that is something I do 
not want to get into now. But I am not restricting you 
from proceeding with your interrogation. 


By Mr. Case: 


Q. Will you tell me your estimate for the labor cost on 
the Great Lakes crossing at Mackinac, Mr. Culvern? A. 
Our estimate for the labor on that project of installing the 
pipe is $4,003,800. To that is added that portion for the 
pertinent works, or the head works, of $213,800, which is 
shown on our Schedule 15. 

Q. The total of those two would be $4,217,000, is that 
correct? A. In addition to that we have surveying and 
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mapping, $50,000; and right-of-way and damages at 
$100,000. 

Q. Those don’t come under the category of labor costs? 
A. Those are not labor costs. Part of that is labor cost, 
but not for the crossing directly, which should be included 
somewhere in the Lakehead crossing costs. 

Q. Is our understanding correct from your working 
papers 
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that you also investigated Lakehead’s right of way costs 
for purposes of, or as a basis, at least, for calculating the 
estimated right of way cost of Great Lakes? Is that cor- 
rect?’ A. They were investigated to the extent that our 
people who are in the right of way section talked with some 
of the people involved in that to see if the figures we were 
using appeared to be suitable. 

We have submitted in our work sheets on the right of 
way costs the costs that we estimate for the right of way. 

Q. Mr. Culvern, I want to show you a sheet that was fur- 
nished to us as part of your working papers, which is en- 
titled ‘‘F. Right-of-Way and Damages,’’ and I ask you to 
see if that is part of your working papers? <A. Yes, that 
was submitted as a working paper. 

Mr. Ross: Before we proceed, would it be possible for 
us to have copies of that? 

Mr. Case: Yes. 

Mr. Examiner, I would like to have this sheet of working 
papers identified as Exhibit No. 70. 

Presiding Examiner: This one-page document entitled 
“Great Lakes Gas Transmission Company, Main Line and 
Lateral, 4. Right-of-Way and Damages,’’ will be marked 
for identification as Exhibit 70. 


(The document above described was marked as Exhibit 
No. 70 for identification.) 
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By Mr. Case: 


Q. According to Exhibit 70, the first sentence says 
“Right-of-Way and Damages costs were derived from rec- 
ords of amounts paid during construction of other projects 
in the same general area, basically those of Lakehead Pipe- 
line Company, Inc.’’ Do you see that statement? A. Yes, 
sir. 

Q. Could you tell me what right-of-way costs Lakehead 
used, or experienced, in the construction of its pipeline? 
A. No, sir. 


Mr. Case: Mr. Examiner, I think we left off at the point 
where the witness was trying to verify the recent quotes for 
the price of Type A 36-inch pipe to compare with the figures 


he has in Schedules 13 and 14 of his Exhibit 21K, I believe 
it is. 

Presiding Examiner: Yes. 

The Witness: Mr. Case, the trap I fell into was not add- 
ing the 4% Michigan tax to that. So the average price as 
given to the NEB of $18.53—I have now checked within 
1¢; I get $18.54 as the average price, from my current 
quotes. That includes internal coating. 


By Mr. Case: 


Q. That includes internal coating, and represents 22¢ 
a foot increase in price, is that right? A. That is correct. 

Q. For the purpose of calculation 22¢ a foot would be, 
on a mileage basis or mile basis, approximately a difference 
of one thousand dollars per mile, or just a little bit more, 
would it not, Mr. Culvern? 
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A. Yes. 


Q. Would not the same increase in the quoted price also 
apply to the pipe that you would have delivered for the 
Phase 2 construction in 1967? A. Mr. Case, we cannot 
necessarily make that extrapolation at this time because the 
basing point may be another location than the McKeesport 
point from which the current quotations were made. 

Q. Let me ask this: If it were McKeesport it would be 
applicable, wouldn’t it? A. I would assume so, yes. 
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Q. On your compressor stations do you include the cost 
of an office building? A. On our compressor stations we 
have an office auxiliary building which is constructed ad- 
jacent to the main building and connected thereto. 

Q. Is the main building the building that houses the 
compressors? <A. Yes, sir, it is. 

Q. Can you give me the square footage of the office 
building? A. I believe the section we have included for 
office and auxiliary building is approximately 48 by 25 
feet. 

Q. What is the cost shown in your working papers for 
that building, Mr. Culvern? 

Mr. Ross: Mr. Case, I am sorry, but I didn’t hear you. 

Mr. Case: What is the cost shown in his working papers 
for that office building? 

The Witness: I was giving you the figures for the first 
station. Were you referring to any particular station, Mr. 
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Case? 


By Mr. Case: 
Q. I am just talking about the one-unit turbine stations. 
A. Oh, the one-unit turbine stations. Excuse me, sir. 
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The building size—let me pause again. 

The building size we have shown in the 6500 horsepower 
station is only for the compressor building, which is 22 by 
46 feet. 

Q. There is no office building there? A. No additional 
office building. 

Q. Is there an auxiliary building? A. I don’t believe 
there is, sir. 

Q. Do you have a separate control building in your esti- 
mate for a 6500 horsepower turbine unit station? 

Mr. Ross: At which station? 

Mr. Case: The 6500 turbine unit station, single-unit 
station. 

The Witness: This is included in the same building. 


By Mr. Case: 


Q. What do you propose to use for power in the opera- 
tion of those one-unit stations, Mr. Culvern? A. In general 
we will use purchased power with a stand-by generator. 

Q. Does your estimate contain the cost of a stand-by 
generator in a one-unit station? 
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A. No, Mr. Case, I do not have such an item shown in our 
material list. 

Q. Mr. Culvern, do you think it is good design practice 
not to provide for a stand-by generator, where you are 
purchasing power? A. These centrifugal-type machines 
normally are self-sustaining and the only thing required 
is the controls to keep them operating, which is done with a 
battery system as part of the control mechanism, which is 
included in the ‘‘remote control and supervisory’; it is 
sustained by a battery system. 

The turbine itself contains all the necessary equipment 
to continue to operate. 
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I mis-spoke when I said we had an auxiliary stand-by 
in the turbine stations. 

Q. What would happen if you had a blackout in the area, 
a general blackout, as happened in the northern part of the 
United States? Would your compressor station shut down? 
A. As long as the battery portion of the system continued 
in operation the station could maintain operation. 

Q. How long a period would that be for, Mr. Culvern? 
A. I don’t have the exact number of hours at hand, sir. 
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Q. Mr. Culvern, now I would like to talk to you about 
operating costs. How did you determine your compressor 
station operating costs? A. Our compressor station op- 
erating costs have been worked out on the basis of the 
installed horsepower. 

This is based on some experience gained from operating 
companies and Trans Canada; and if you will bear with 
me a moment I will refer to my notes again. 

‘These costs have been checked as to reasonableness by 
Williams Brothers. A comparison with statistical data 
compiled by the Federal Power Commission for operating 
companies similar in function to Great Lakes was made. 
These comparisons included costs for pipeline operation 
and maintenance, communications expense, supervision and 
engineering, and administrative and general expenses. 

Q. Mr. Culvern, is not the only variable on a horse- 
power basis in your station operating costs on the cost 
of supplies and expenses? Isn’t that the only factor that 
varies with the actual horsepower at the station? And 
isn’t the rest of your station cost a pretty fixed figure? 
A. You say just supplies and expenses? 

Q. Vary with the horsepower. 
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Mr. Ross: May we have the question read? 
Mr. Case: I will restate the question. 


1306 
By Mr. Case: 


Q. Don’t you have an allowance for supplies and ex- 
penses at the rate of $2.75 per horsepower in your station 
operating costs in reciprocating stations? A. On the re- 
ciprocating stations our costs were based upon allowance 
of $2.75 per horsepower plus a fixed amount of, I believe, 
$145,000 per station. 

Q. Per station? A. Yes. 

Q. In other words, Mr. Culvern—I think you misspoke, 
sir. I think the cost is $135,000 per station? A. $135,000 
per station, plus $2.75 per horsepower. 

Q. Yes. 

With reference to the $135,000 figure how did you 
determine that? A. That was arrived at after consulting 
with Trans-Canada and evaluating their operating costs 
for operating a large number of stations having a large 
amount of horsepower, some of the details of which I 
have notes on. These costs will vary with various sizes 
of stations. And some time after some of the people 
working with cost estimates derived a figure based on their 
experience, which consisted of a fixed quantity plus an 
amount variable with horsepower. We then made com- 
parisons of those values with the actual costs they ex- 
perienced, and we feel that these are good operating figures 
for a compressor 
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station of the type contemplated for this system. 

Q. Let’s take the Emerson Station. What do you have 
in there as the station operating cost in the first year 
of operation, or the first full year of operation? A. I 
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will have to make a calculation for that, Mr. Case. I 
don’t have it detailed in that manner. But it was arrived 
at by taking the— 

Q. Well, I thought the $135,000 would apply to that 
station? A. The $135,000 plus $2.75 per horsepower will 
apply to that station. 

Q. In the first year you have installed in that station 
about 13,600 horsepower compression, have you not? A. 
That is correct. 

Q. And in the fifth year of operation you have installed 
in that Station 24,600 horsepower, isn’t that correct? A. 
That is correct. 

Q. And is my understanding correct that in both the first 
year and the fifth year you used the $135,000 station op- 
erating cost plus the variable forecast of supplies and 
expenses? <A. Yes, I did. 

Q. It is your judgment that the size of the station and 
amount of installed horsepower does not have, or would 
have, no effect on the station operating costs? 
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A. That has been the experience of Trans-Canada in op- 
erating a number of these stations. 

Q. Have you checked any American pipelines or United 
States pipelines on this experience, Mr. Culvern? A. Yes, 
we have. We have checked 12 of the major transmission 
stations, and find that the average of the 12 stations when 
tabulated by this formula yields $129,200 plus $2.75 per 
horsepower against the $135,000 plus $2.75 used by Great 
Lakes in this proceeding. 

Q. Did I understand you to say you checked 12 stations of 
the major pipelines, or you checked— A. 12 Pipeline 
systems. 

Q. I see. 

You took their total station operating cost, is that what 
you did? A. As reported by the FPC statistics, yes. 
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Q. And what did you do, take their total mainline 
station operating costs and get an average cost per sta- 
tion? A. Took the total cost of the operating system as 
reported. 

Q. And then divided by the number of mainline stations? 
A. Mainline stations, and by the number of horsepower per 
station, to get this figure. 

Q. You only used the horsepower per station to determine 
the cost of supplies, though, right? 


1309 
A. The horsepower per station was used as the variable. 
Q. In getting the $129,000 figure? A. Yes. 
° e ° * * * a °. * ° 
1315 
Q. I direct your attention to Exhibit No. 71 for identi- 
fication and ask you if this is a page taken from your 
work papers that shows the determinations made by you 


with respect to the average compressor station operating 
costs for 12 natural gas pipeline companies to which you 
referred in your testimony yesterday. A. Yes, it is. 
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Q. This shows the average cost of operation per station 
for the twelve selected companies in the year 1964 was 
$123,500, is that correct? A. Yes, that is correct. 

Q. It was a computation of this nature that you used as 
a basis of checking your station operating costs of $135,000 
for reciprocating-type stations, is that correct? A. Yes, 
sir. 
° * e a s e ° e s e 
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Q. Are the Trans Canada experienced costs on its cen- 
trifugal compressor stations in your work papers, Mr. 
Culvern? <A. Yes, I believe that the next page to the re- 
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ciprocating station data contains a comparison of operating 
costs excluding fuel, of turbine stations, with costs cal- 
culated on the formula basis of $45,000 per station plus 
$3.50 per installed horsepower, and this was in the work 
papers submitted. 

Q. Is it your judgment, Mr. Culvern, that station op- 
erating costs would not vary with the amount of installed 
horsepower, aside from your factor of $2.75 per horse- 
power on reciprocating stations? <A. ‘That is our judgment. 
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Q. That is the limit of the variation? A. That is the 
basic station cost, that the basic station costs are essen- 
tially fixed, and the variable costs are a function of the 
horsepower. 

Q. I agree with your theory that the variable costs vary 
with the horsepower, but is the limit of the variation only 
with respect to this small item of $2.75 per horsepower? 
A. That is our best experience. 

Q. And it is your judgment that in the operation of 
centrifugal-type stations the limit of the variation due to 
the amount of installed horsepower would not be more than 
$5.35 per horsepower on that type of station? A. Yes, 
sir. 

Q. And that otherwise the station operating costs would 
be a fixed number on an annual basis? A. That has been 
the experience from which we have drawn those figures, 
based on a large number of turbine stations operated by 
Trans-Canada over a number of years. 

Q. I would like to have you turn to another work sheet 
in this section of your working papers, and I will show 
you the sheet I have reference to and see if you can find 
it in yours. I want to ask you some questions about that. 

Mr. Ross: May we be informed as to what work sheet 
you are looking at, Mr. Case? 

Mr. Case: It is entitled ‘“Comparison of Unit Operating 
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Costs, 1964, 12 Selected Interstate Gas Pipeline Com- 
panies.’? And it is broken down into various details, 
such as supervision and engineering, compressor station 
expense, communication expense, pipeline expense, so forth. 
Mr. Ross: I think we have it. 
Thank you. 


By Mr. Case: 


Q. It is from this work sheet that you determined the 
average station operating costs that are summarized on 
Exhibit 71, is that correct, Mr. Culvern? A. Yes. 

Q. On this work sheet that I just called your attention 
to you do show the number of transmission stations, the 
total horsepower, total compressor station labor and ex- 
pense, and all these sub-items that go into compressor 
station expense, is that correct, Mr. Culvern? A. Yes. 

Q. So it would have been possible, would it not, sir, 
to determine average station operating expense on a per- 
horsepower basis, from your work sheets? A. From these 
work sheets such a determination is possible. 

Q. All right. Now— A. However, we found the better 
correlation by the procedure we have used. 
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Q. Now, referring a moment to Exhibit 71, the lowest 
average cost that any pipeline has that you used in your 
selected list is Transwestern, is it not, that has an average 
station cost of $23,600, is that correct? A. That is correct. 

Q. And the highest one is Panhandle Eastern Pipeline 
Company, with an average station operating cost of 
$237,900, is that correct? A. Yes, sir. 

Q. And the variation between the lowest and the highest 
is a ratio of more than 10-to-1, is that not correct, Mr. 
Culvern? A. Yes, sir. 
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Q. Do you think that averaging numbers which have a 
range of variation of 10-to-1—that an average determined 
by comparing numbers of that sort gives a meaningful 
average? A. Yes, sir. When applied to a large group 
you have to work with averages. 

Q. That doesn’t answer my question. If the range were 
much smaller would not the average be a more meaning- 
ful figure than when the range is 10-to-1, differences in 
average station operating costs between pipelines? A. 
Yes, I think that is correct, Mr. Case. 

Q. Using this other sheet, the basic work sheet that I 
referred to your attention originally, we have computed the 
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operating costs on a horsepower basis for each of these 
12 companies. And on this basis we show the average 
station operating cost per horsepower to have a range 
of a high of $17.20 per horsepower—excuse me—$17.70 
per horsepower, which is the figure for Florida Gas Pipe- 
line Company, and a low of $9.10 per horsepower for 
Pacific Gas. I assume that that is Pacific Gas Transmis- 
sion Company? A. What was that figure, please? 

Q. $9.10. 

Mr. Ross: May I have that—are you finished your state- 
ment, or question? 

Mr. Case: I have not finished, yes, sir. 

Mr. Ross: Excuse me. When you do finish I would like 
to have it read back. 


By Mr. Case: 

Q. In addition we have computed that, on this basis, 
a per-horsepower basis, the ratio from the low to the 
high is less than two-to-one as compared to your average 
station ratio of ten-to-one. Would you not think an 
average based on the computation of determining an aver- 
age on the basis of horsepower, where the range is two- 
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to-one would give a more meaningful average operating 
cost, than an average station cost? 

Mr. Ross: Before he answers I would like to have that 
read. It is a very long statement. 

Presiding Examiner: Yes. 


1323 
Would you read it. 
(Question read.) 


Presiding Examiner: You may answer. 

The Witness: I don’t think you are making a proper 
comparison of the right numbers, Mr. Case. You are only 
comparing the fixed charge portion of our cost as a 
10-to-1 ratio, and not the average costs that might be 
derived from a formula that we have submitted for simi- 
lar sized compressor stations, which you are using as a 
direct comparison. In order to get a comparison of those 
numbers you should calculate what costs would be arrived 
at by the formula and compare it with the actual costs 
for those stations. 


By Mr. Case: 


Q. We have not taken out $2.75 per horsepower. But 
taking that out, would that have any substantial effect 
on these computations? 

Mr. Ross: The witness just said so, that is disagree- 
ment, Mr. Case. 

Mr. Case: I will withdraw the last question. 


By Mr. Case: 


Q. I take it from your last answer that the only dif- 
ference or disagreement you are finding with our compu- 
tation is that we have not deducted the $2.75 per horse- 
power from the figure used by you in determining this 
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average, is that correct? A. What I am saying is that 
if you were to take a 
1324 


compressor station of a given size and compute its oper- 
ating cost by the formula submitted, by including the con- 
stant cost plus the $2.75 per horsepower, and compare it 
against these costs, you should get a better comparison. 

Q. All right. Well, if I do that then I would deduct the 
$2.75 from the figure of $17.70 for Florida Gas Trans- 
mission, and deducting the $2.75 per horsepower from the 
$9.10 for Pacific Gas, that would change the range of the 
high and low. The high would then be $14.95 per horse- 
power, for Florida Gas, and the low would be $6.05 per 
horsepower for Pacific Gas. This increases the ratio a 
little more than two-to-one. But computing an average for 
the range of high to low it is a little more than two- 
to-one, compared to computing an average based on aver- 
age station costs where the range is ten-to-one. I ask 
you whether or not where the range of differences is 
small it would give you a more meaningful average. 

Mr. Ross: I object. The question has been asked and 
answered. 

Presiding Examiner: He may answer it again. I don’t 
think he answered this specific question. 

The Witness: I say again, Mr. Case, that we arrived 
at the formula and calculated these costs and we found 
it does indeed verify the average figures as we have shown 
in this exhibit. To make a direct comparison between a 
high and a low would not add anything, I believe, to this 
computation. 

1825 
By Mr. Case: 

Q. Would you answer my question as to which type of 
comparison gives the more meaningful average? I under- 
stand what you did. 
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Presiding Examiner: Is the comparison of horsepower 
more meaningful than a comparison, as you have made 
here, of the compressor station expenses? 

The Witness: Is a comparison of the average cost per 
horsepower— 

Presiding Examiner: Yes. 

The Witness: It was our opinion when we arrived at 
this thing that this was true, that the use of the fixed 
charge in this figure plus a variables charge fitted par- 
ticularly the experience of Trans-Canada, and again veri- 
fied by these figures as being a reasonable and suitable 
method of arriving at an operating cost. 

Presiding Examiner: And a better method than com- 
paring the horsepower? 

The Witness: We considered it a better method. 

Presiding Examiner: Let’s proceed. 


By Mr. Case: 


Q. Mr. Culvern, I would like to turn now to the subject 
of operation and maintenance expenses for a pipeline. 
Could you describe for me first what is the nature of 
the ordinary operation and maintenance expenses in op- 
erating a pipeline as 
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distinguished from compressor station expenses? A. Pipe- 
line operations normally consist of a maintenance crew 
with headquarters at some location, whose duties are to 
patrol the pipeline, operate any facilities attached to the 
Pipeline, and do general upkeep and right-of-way mainte- 
nance, look out for washes or damage or other potential 
hazards to the operation of the pipeline system. This in- 
cludes patrols of the pipeline. 

Q. Would part of the duties be to repair fences, for 
example, on the right-of-way? A. If those were damaged 
across the right-of-way, yes, I assume so. 
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Q. And painting valves, would that come under the head- 
ing of Operation and Maintenance for a pipeline? A. 
Various companies have different duties. That is a common 
one as a maintenance procedure, maintain valves and valve 
settings. 

Q. And cutting weeds, cutting grass, that sort of thing, 
that is under the operation and maintenance of a pipeline? 
A. That is generally included. 

Q. Most, or nearly all, of these things you have men- 
tioned, are activities that are carried on on the surface of 
the ground; is that not correct? A. A great many of them 
are performed on the surface of the ground. 
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Q. I don’t believe, as a matter of fact, you have mentioned 
one yet that occurs underneath the ground. A. No, I have 
not, because these are things that occur periodically, such 
as if you have damage to a pipe, or pipe repairs, any 
pipe inspection, they would be things that might be done 
underground, or periodic inspection, for the purpose of 
maintaining cathodic protection, cathodic stations, oper- 
ating equipment set up for that, it is all under a pipeline. 

Q. Since most of the activity in operating and main- 
taining a pipeline occurs on the surface of the ground I 
would like to have you explain why you use the diameter 
of the installed pipeline as the governing factor in allocat- 
ing operating and maintenance expense. I take it you 
say they vary directly with the diameter of the pipeline, 
is that correct? A. Yes. We have found that is one 
of the better methods of estimating the operating cost 
of a pipeline system. It is true that a great many of 
the things that we have named are functions of the length 
of a pipeline system, only. But the figures we have used 
in this proceeding agree with a great many of those com- 
panies, which we have on this list, Exhibit 71, and are 
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very close to the average figure of that column. It is 
true that companies operating large pipeline systems do 
have larger pipeline maintenance forces. Even though 
this distance factor may appear to be overruling the fact 
remains they do have more people on the payroll and their 
expenses are 
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larger. 

Q. Would you say the amount of operating and main- 
tenance expense that you calculate has some relationship 
to the width of the right-of-way on which the pipeline is 
located? A. The cost, obviously, of maintaining right-of- 
way is a function of the width of the right-of-way. 

But again that may not be the overriding cost in the 
total cost of operating the pipeline system, just the main- 
tenance of the right-of-way itself. 

Q. As I understand it, on your 36-inch pipeline, that part 
of your line, you have an operating and maintenance cost 
equal to $621 a mile, is that correct? And on the 10-inch 
section of line your average cost of operating and main- 
tenance per mile is $172, is that correct? A. I would have 
to look at my exhibits, Mr. Case. 

You are referring to—nothing in my exhibit shows such 
a figure, that I can find. 

Q. Our figure does include 15 percent for supervision 
and engineering, too. A. What you have done is to take 
the $15 and added 15 percent to it, to arrive at the figure 
you quoted, $15 per diameter-inch-mile. 

Q. Just a moment, I will check it out. 

I believe you are correct. I will go on, and come back 
to this as soon as we have checked it out. 
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Could you tell me what the width of the right-of-way 
that Great Lakes will acquire for its 10-inch pipeline is? 
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A. In general we have acquired 75-foot right-of-way width. 
I would have to look at the particular lateral to see what 
we have included in our basic work sheets. 

Mr. Ross: Mr. Case, perhaps it would save time if I 
were to hand the witness some additional material. 

Mr. Case: Certainly. Go right ahead, Mr. Ross. I have 
about two more questions, and I am through. 

Mr. Ross: Is the right-of-way shown on that, sir? 

The Witness: The width of the 10-inch lateral line was 
taken at 50 feet. 


By Mr. Case: 


Q. 50 feet? A. Yes. 

Q. On the 10-inch line? A. On the 10-inch line. 

Q. And 75 feet on the 36-inch line? A. Yes, sir. 

Q. Mr. Culvern, I am going to try to shorten this. I 
am referring to the application of Great Lakes, to get 
the basis of my figures, specifically I refer to Exhibit P, 


Schedule 2, page 1 of 1. You have pipeline expense 988.85 
miles at $540 per mile, and then you have—I assume that 
is the 36-inch pipeline? A. Yes. 
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Q. And 44 miles at $150 per mile? A. Yes, sir. 

Q. And then you have this figure down here, engineering 
and supervision. This is the basis of the figures I quoted 
to you a moment ago of $621 and $172. A. These are 
taken from what? Mr. Wood’s exhibit? 

Q. Yes. 

Mr. Ross: Are you asking this witnes to testify with 
regard to Exhibit P in the application? 

Mr. Case: All I really want to set up is what the ratio 
of is operating and maintenance expense is on the op- 
eration and maintenance of a 36-inch line, compared to 
what is computed on the basis of a 10-inch line. 
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Mr. Ross: The witness has some hearing exhibits here 
that he is sponsoring, Mr. Case, can’t we work with those 
exhibits? 

Mr. Case: Well, we can, Mr. Ross. 

Mr. Ross: That is why we served them on you months 
ago. 


By Mr. Case: 


Q. Well, is the ratio between the operation and main- 
tenance cost of a 10-inch line to that for the 36-inch line 
in the range of about one-to-four, Mr. Culvern, in your 
exhibit? A. They should be in the ratio of the diameters, 
which is 1-to-3.6. 

Q. Would you say that the comparative widths of the 
rights of way have no bearing upon the differential in 
the 
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operating and maintenance expenses between two different 
sized pipelines? A. I cannot say that they would have no 
bearing upon it. But again, in arriving at an estimated 
cost of a pipeline system the major cost is the number of 
people you will require on hand to be available for the 
general maintenances and emergencies that may occur, 
and that the maintenance of the right-of-way itself is 
not necessarily a major consideration. 

Q. Did you determine a staff for each of these sections 
for operation and maintenance for pipeline? A. No, sir, 
we did not. 
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1526 
George W. Woods 


was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


Direct Examination. 
By Mr. Ross: 


Q. Would you please state your full name and address 
for the record? A. George Webster Woods. My business 
address is 150 Englinton Avenue East, Toronto, Ontario, 
Canada. 

Q. Do you have before you, Mr. Woods, the document 
identified in this proceeding as Exhibit No. 24? A. Yes, 
sir. 


Q. Was this prepared by you? A. Yes, sir. 
Q. Are there any changes you wish to make at this time 


in that testimony? A. I have one correction, sir. 


Q. Would you state what that is? A. I would refer to 
page 4, the Sth line from the bottom. 
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In the middle of that line is the figure 40 million. That 
should be 140 million. 

Q. Are there any other corrections to be made? A. No. 
I might amplify the last answer. It states, “it is anticipated 
the funds needed by Trans-Canada for this $17 million in- 
vestment which will be required to be made over the two- 
year period 1966 and 1967, will be derived from funds 
generated internally or from proceeds from sale of securi- 
ties designed specifically for this purpose.” 


1528 
Cross-Examination 
By Mr. O’Brien: 


Q. Mr. Woods, sort of a preliminary matter, just for 
clarification, were you in the hearing room when Mr. Cul- 
vern testified? Or, let me put it this way: Do you recall 
Mr. Culvern testified that the pipe for the phase I part of 
the Great Lakes project is on order and is to be delivered 
around May 15, if I recall correctly? A. May 15 and fol- 
lowing. 

Q. You recall that? A. Yes. 

Q. Just so the record is clear, are all of the materials 
required for the phase I part of the project on order? A. 
The compressor units are. I am not absolutely sure 
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all the small valves and fittings are. Anything that has to 
be ordered at this time has been ordered, including the pipe 
and compressor units. 


1537 
By Mr. McGrath: 


Q. You are the policy witness for Trans Canada, is that 
correct? A. Yes, sir. 

Q. Were you in on the various negotiations between 
Trans Canada and American Natural System? A. Yes, 
sir. 

Q. Why did Trans Canada give up fifty percent owner- 
ship in Great Lakes to the American Natural System when 
the anticipated market for U. S. gas as a result of this 
bilateral ownership would only amount to something like 
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57,000 Mef per day? A. Trans Canada felt that entering 
into this arrangement with American Natural prezerved all 
the original objectives that Trans Canada feels are abso- 
lutely necessary for this pipeline. We have maintained the 
through pipeline; we have maintained the matter of re- 
serves; we have been able to maintain an element of con- 
trol over the management of this system, and 


1538 


we have gained a major partner; we have introduced an 
American corporation with 50% ownership. 

I think it is fair to say that we have added 170 million 
a day of sales by the fourth year. American Natural in the 
early part of these proceedings—I think Mr. Seder said in 
his opening statement they would not be prepared to buy 
this 113 million a day from Midwestern except as part of 
the overall arrangements. We felt that sale eliminated one 
of the problems that we felt overhung our original project 
which had a through line leaving Emerson, but it did not 
fill up Midwestern. 

Without posing as an expert on Federal Power Commis- 
sion policies, we always felt that sooner or later we were 
going to have some trouble with that original project, in that 
this line went through somewhat the same territory as Mid- 
western, and did not fill up Midwestern. This proposal, as 
we have it today, fills up Midwestern with all the ultimate 
benefits to their ultimate customers. 

We also felt, Mr. McGrath, that we start from, in Canada, 
a feeling of “Why should you take a two hundred million 
dollar construction program out of Canada into the United 
States?” There has been a feeling that the idea of an all- 
Canadian line has been a success, and we felt that the 
American Natural arrangements allowed us to say that 
while maybe we do move a construction program from 
Northern Ontario into the States we demonstrated, and 
testified at great length before 
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the National Energy Board that an addition of a 170 mil- 
lion sale to the United States added facilities of approxi- 
mately two hundred million from Emerson back into the 
production fields. 

So while you do have this public problem to face up to of 
moving the construction, this sale, let us say not that we 
hope perhaps some day to sell gas in the United States, but 
we have a contract to sell it, today, and therefore we had 
an equivalent amount of construction in Western Canada 
and we were able to maintain—and we were questioned 
at great length by the National Energy Board on this point 
—and we were able to maintain that by introducing Ameri- 
can Natural we had all these advantages, and we did not 
sacrifice what we, Trans Canada, felt, were absolutely nec- 
essary not just because Trans Canada liked them but Trans 
Canada felt they were necessary to secure regulatory ap- 
proval to build this Great Lakes line. 

Q. Have you finished, sir? A. Yes, sir. 

Q. It sounds to me like you have been waiting for that 
question? A. It has been quite a few days. 

Q. All right. Let’s break it down into its component parts. 

As I understand it, Trans Canada had a contractual obli- 
gation to Midwestern to deliver certain volumes of gas on 
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option, they had first-option call on certain volumes of ex- 
port gas over and above the original volumes you exported 
to them? A. I think in layman’s language they had the 
right of first refusal. 

Q. That amounted to how much in terms of Mcf? A. 
Originally two hundred million a day or 204, depending on 
the pressure base you are talking about. 

Q. Over and above the original 204% A. Yes. 

Q. Is what you have just told me one of the reasons that 
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the American Natural affiliation was attractive to you was 
because Midwestern did not have a market for the first re- 
fusal on the gas that you had tendered to it unless Michigan 
Wisconsin purchased it? Is that what you are saying? A. 
No, sir. If we tendered it to Midwestern and they had not 
had a market for it we could have tendered it to Great 
Lakes on the same terms and conditions, and it could have 
been sold to Great Lakes. We said—the point I made first, 
sir, was that Midwestern was a line with no horsepower 
on it, and it can be readily expanded. We felt that the ar- 
rangement we came up with, with American Natural, in 
total, provided for the filling up of the Midwestern line, 
which is one thing Trans Canada did not have in the origi- 
nal proposal. We felt this was one of the major pluses in 
the arrangement with 
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American Natural. 
Q. Are you saying, or are you not saying—you referred 


to Mr. Seder’s statement—that unless you gave American 
Natural fifty percent of Great Lakes they would not buy 
113,000 Mef from Midwestern? Is that what you are saying? 
A. Iam saying that from the start American Natural said, 
and maybe they will be testifying—— 

Q. Just to your knowledge. A. —that they are only 
interested in buying the 113 million as part of an overall 
arrangement which allows them to tie into the Canadian 
sources of supply. 

Q. They will be able to tie into the Canadian source of 
supply with Midwestern, wouldn’t they? A. Well, I be- 
lieve the Great Lakes line is built through other areas. 

Q. Yes. But the major portion of the sale by Trans 
Canada in the United States, the American Natural System, 
will go through Midwestern, won’t it? A. In the first four 
years 113 goes that way and 57 is sold direct to Michigan 
Consolidated. 
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Q. But as I understand it the American Natural System 
would not have been interested in purchasing the 113,000 at 
Marsh Field unless they could have 50% ownership in 
Great Lakes, is that right? A. I am not going to break it 
into that small a segment 
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for you. American Natural have said that their interest in 
buying—their only interest in buying the 113 at Marsh 
Field was part of the overall arrangements that we worked 
out. Exactly what factor changes it from black to white I 
can’t tell you. As part of the overall arrangement they are 
interested in buying 113 million at Marsh Field. 
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By Mr. McGrath: 
Q. As a prudent businessman, and as a prudent operation 
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on the part of Trans Canada, once you have satisfied your 
contractual obligations to Midwestern it would be more 
advantageous for you to sell your gas to a 50%-owned 
pipeline? A. I believe we have already fulfilled our con- 
tractual arrangement with Midwestern. We have entered 
into an agreement that any gas we have at Emerson will be 
offered to Midwestern on a nondiscriminatory basis with 
everybody else, including Great Lakes. 

Q. Who is “everybody else”? A. I don’t know of any- 
body else, but I say 

Q. How about Northern? A. We are talking of gas at 
Emerson. If anybody wants to buy gas at Emerson Trans 
Canada has said, “If we have gas available for sale at 
Emerson we will sell it to Midwestern on a nondiscrimina- 
tory basis, we will not discriminate against them.” 
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Q. Do we understand that if Great Lakes is not certifi- 
cated Trans Canada would be unwilling to accept the facili- 
ties of Northern, and Northern Transportation Company, 
to bring Western Canadian gas to its Eastern market? A. 
Yes. We think there are principles that are absolutely es- 
sential, that have been enunciated, and unless we have these, 
there is quite a step to get over to move from Canada to 
build a line through the United States. 

I personally as well as the management of Trans Canada 
believe that a proposition such as Northern’s doesn’t have a 
chance of being approved by the Canadian regulatory au- 
thorities. 

* * s * s ° * . . e 
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Q. Trans Canada was in existence before the National 
Energy Board was formed, was it not? A. Yes, sir. 


Q. Trans Canada was built in Canada with the help of a 
government loan, was it not? 
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A. Yes, sir. 

Q. And it was built entirely in Canada not because it was 
the most economical route by which to bring gas to the 
major market in Canada, namely, the eastern market, is 
that not correct? A. Yes, sir, I think so. 

Q. It was because of the political atmosphere at the 
time in Canada that Trans Canada was built entirely within 
Canada, isn’t that correct? A. I cannot give you a “Yes” 
or ‘‘No answer to that. It was felt desirable to introduce 
natural gas into Northern Ontario. It was felt this was 
an energy-deficient area, and it was—this was one of the 
reasons. There was no question but that there was a feeling 
that the facility should be located in Canada, at that time. 

This was a question Trans Canada was very closely 
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examined on before the National Energy Board, as to 
whether our present plan, which is the Great Lakes plan, 
was not a change in what had been the policy of the 
Canadian authorities up to this point of time. And we had 
to admit that there was some difference, some change, of 
course. But we were able to, I think, testify that there 
was no significant difference. The objectives which were 
originally inherent in the all-Canadian line were maintained, 
with improved economics, with the Great Lakes line. 
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Q. That is the evidence you presented? A. Yes. We 
were closely examined on this point. 

Q. There has as yet been no decision? A. No. 

Q. You put in before the National Energy Board alter- 
native cost figures, did you not, Great Lakes versus looping 
Trans Canada’s facilities, existing facilities? A. Yes. We 
put in figures to demonstrate the improved economics. 


* * * * * * * * * * 
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Q. And there was expressed, was there not, aside from 
by me, some objection to Trans Canada sending its gas 
through Great Lakes, on the part of some Canadian peo- 
ple up there? A. Certain organizations in Northern On- 
tario felt it would be desirable to build the line through 
Northern Ontario. We agreed, I think, with the objectives 
they enunciated, but did not agree with the logie of their 
conclusions. 

Q. The fact is, though, there was some objection? <A. 
Yes. But the objection was based upon the assumption that 
that line through Northern Ontario would make more gas 
available in Northern Ontario. 

This is a very difficult point to explain to officials of 
small communities, that if they—they start on the premise 
that the line through the North is full, therefore the best 


69 


(1552) 


way to get more gas is to build another line through the 
North. 

Our submission to the Energy Board was that a new 
loop through the South was the quickest way to make gas 
available in the North, which is what these people wanted, 
which was 


1553 
the basis of their objections. 
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Q. Is it a fact, sir, that the capacity of Trans Canada’s 
existing system is such that you cannot meet the 1966-67 
Winter demands in your eastern division without Great 
Lakes? <A. Yes, sir. 

Q. Without Tennessee? <A. Yes, sir. 

Q. In other words, you need more than the 20 billion 
plus the capacity that presently exists in Trans Canada? 
A. Yes. 

Q. How about plus the arrangement you have with 
Union? A. Yes, we need more gas. 

Q. Where are you going to get it? A. We have no real 
good answer to that. We are spending all our efforts to get 
Great Lakes certificated in time that that contingency 
doesn’t arise. 
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Q. Assuming that the wheels of justice turning slowly 
before the Federal Power Commission—I’m not saying 
they do, but assuming they do—surely, as a prudent op- 
erator you would have to start making some alternate 
provision. 

Are you saying you have not made any alternate pro- 
visions? A. We have no good alternative to the situation 
we have just discussed. 
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Q. What bad alternative do you have? A. When I say 
no good alternative, I mean no alternative. 


Ld * * s * id * se * * 
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By Mr. Lewnes: 

Q. Is it not a fact that when the Midwest-Mich-Wis 
Proposal was filed the opposition that Great Lakes had 
to that proposal was based on the fact that Great Lakes 
claimed it needed or required one hundred percent owner- 
ship of any project traversing the Northern United States, 
for the purpose of taking Trans Canada gas and re- 
delivering it to Eastern Canada? A. I don’t think we 
ever felt we had to have one hundred percent ownership. 
We felt a through line is necessary; we felt a measure of 
control of Canadian reserves, and so forth, was necessary. 
I don’t think we ever felt the thing turned from black 
to white on one hundred percent ownership. 
. s * s * s a2 se se s 

1585 
J. S. Brogdon. Jr.. 
was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


1586 
Cross-Examination. 


By Mr. McGrath: 
1600 


Q. Then, would Midwestern be adverse to being a partner 
in transporting Trans-Canadas’ gas through Northern’s 
System? 
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Mr. Case: I object to that. 
The Witness: You mean would there be a market for 
it at the other end? 


By Mr. McGrath: 


Q. Assuming the Great Lakes is turned down? 
Mr. Case: I object to that. There is nothing before the 
Examiner on that proposal. 
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Presiding Examiner: You may answer the last question. 

Mr. Case: I think he already answered. 

The Witness: Without being able to condition the answer 
I could not give you an absolute answer. I think we have 
made it clear that unless there is a market for this gas 
in Eastern Canada, and this gas is accepted by displace- 
ment, Midwestern having a position or not having a posi- 


tion would not mean anything as to whether or not we 
would transport, sell, to Northern. Certainly we are in 
the gas business, Mr. McGrath, I will say that. 
By Mr. McGrath: 
Q. Like the rest of Tenneco, you like to sell and expand as 
rapidly as anybody else? A. Yes, sir. 


1656 
Karl E. Schmidt 


was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


Direct examination 
By Mr. Shannon: 
Q. Would you state your full name? 
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1657 
A. Karl E. Schmidt. 
Q. What is your office address? A. 1 Woodward Avenue, 
Detroit, Michigan. 
* e & a s s * ° . 
1663 
By Mr. Case: 


Q. Did you testify before the National Energy Board in 
Ottawa, Canada, on March 8, 1966? A. Yes, sir. 

Q. I would like to show you a copy of the transcript of 
that day beginning on page 596 and ask you to check— 
excuse 
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me, at the bottom of page 595, and ask you to check that 
portion of the transcript over to the middle of page 597, 
and ask you if that doesn’t represent a portion of your 
testimony before the Natural Energy Board. <A. It does. 


Mr. Case: Mr. Examiner, to save time I would like to 
have copied into the record this portion of Mr. Schmidt’s 
testimony before the National Energy Board. If I may 
do that I can be finished with my cross-examination of this 
witness. I would ask that we copy into the transcript a 
question beginning on line 30 of page 595, copying all of 
page 596 and concluding on line 13 of page 597. 

Presiding Examiner: The reporter is so directed. 


° ° ° ° ° e ° ° * 
1665 
Cross-Examination By Mr. Lamar: 
Q. Mr. Schmidt, I believe that you said you were doing 
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forecasting for the company? A. Forecasting of divisions 
is under my direction, yes, sir. 
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Q. If the Great Lakes pipeline system were not built, 
do you believe that exports from Canada into the United 
States in the Emerson area and into the area in which your 
company is operating would be permanently lost? A. Are 
you referring, Mr. Lamar, to the proposal of Michigan 
Wisconsin to the purchase of gas from Trans-Canada? 

Q. No, I am referring to the Great Lakes concept in its 
wildest sense. I am referring to the concept that you have 
been discussing of moving gas from Emerson to Sarnia 
through the various corporate arrangements in the United 
States? A. Well, addressing myself to that question, which 
is a broad question—— 

Q. Yes, it is. A. —I can really only speak for our 
system, not the many other systems that serve the gen- 
eral area that you have reference to. Insofar as our system 
is concerned, if Great Lakes were not built Michigan Wis- 
consin would not purchase additional quantities of gas at 
Marshfield, Wisconsin, from Trans-Canada, because in that 
instance we would enlarge our own facilities to bring the 
gas we require into our market area. 
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Q. You are telling me that insofar as Michigan Wiscon- 
sin is concerned—— A. And the market it serves. 

Q. Yes, that if Great Lakes were not—exports from 
Canada would be permanently lost? A. Well, “perma- 
nently” is a long, long, long time, Mr. Lamar, and I wouldn’t 
go that far, but for the practical and foreseeable future 
I would say yes, as far as it refers to our company is 
concerned. 

Q. Will any additional facilities be needed on your 
company’s system between Marshfield and Farwell to de- 
liver this 113 Mmef we have been talking about? A. Yes, 
sir. 

Q. What will that be? A. These facilities, Mr. Lamar, 
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are being applied for and are on file before the Federal 
Power Commission in Washington, D.C., and they con- 
sist of an addition to the compressor station at Marshfield, 
Wisconsin, the point at which we now receive gas from 
Midwestern, that addition being 6,000 horsepower; an addi- 
tional 90 miles of 12-inch line, which is an effective loop 
of the Michigan Wisconsin system in Wisconsin. 

Q. Yes? A. That will be required, and then on the 
Michigan leg, so-called, that is the 22 and 30-inch facility 
now located. 
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in Michigan, there is a 2200 horsepower addition required 
at what we call our Michigan A station and a 2200 horse- 
power addition at our Michigan B station. The sum total 
of these facilities which I have made reference to, as I 
remember, is about $6,100,000.00. 

Q. This 6,000 additional horsepower I take it you mean 
from one engine? A. No, sir, it is going to be three 
engines. 

Q. The sum total of the three would be 6,000? A. Yes, 
that is right. 


By Mr. Royer: 

Q. Is your company presently purchasing gas from Mid- 
western or from Trans-Canada? A. We are purchasing 
gas at the present time from Midwestern Gas Transmission 
Company, who in turn purchases it from Trans-Canada. 

Q. And that is at what rate presently? A. I beg your 
pardon? 

Q. What is the rate? A. It is 158 million cubic feet a day. 

Q. 148 million? A. 158, sir. 
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Q. 158. When did you enter into this contract? A. Well, 
I am going to make a guess. 
Q. Approximately? 
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A. About 1958 or 9. 

Mr. MeNeill: I think deliveries are being made under 
the license GL-1 which granted it in 1960. The service 
commenced, I believe, in December. 

Mr. Royer: Q.: And this contract evidently is not con- 
tingent on Great Lakes being built or not being built? A. 
Oh, no, sir, the contract you have reference to is in effect 
and completely independent of Great Lakes. 

Q. At that time you found it profitable to purchase 
Canadian gas from Midwestern, I presume? <A. I think that 
follows, yes, sir. 

Q. And are conditions so changed that you would not 
now purchase Canadian gas offered to you by Midwestern 
or by Trans-Canada in the event that Great Lakes were 
not built? A. I don’t mean to imply nor did I mean to 
imply in my response that we would never purchase addi- 
tional gas from Canadian sources if it were available, but 
for the foreseeable future to meet our requirements it is 
my opinion that we can expand our own facilities and de- 
liver gas to our principal market areas at rates equal to 
or less than what we would have to pay at Marshfield for 
additional Canadian gas, and until that increment of ex- 
pandable volume on our present systems were used up, 
why I believe I would recommend that this is the way 
we would go. So, I am not foreclosing this forever and a 
day, sir. I didn’t mean that in my response at all. 
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Q. But you mean for the foreseeable future. How many 
years does that mean? A. Well, sir, I think it would be 
very hard to pinpoint that in number to years. We have 
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certain expandable capacity available on our present pipe- 
line systems of—I don’t know exactly how much it is but 
let us say it is between 300 and 350 million cubic feet a day. 
Up to the point where that expandable capacity is used up, 
I feel most certainly that we could transport gas from 
our sources to our market at prices equal to or less than 
the cost of gas delivered at Marshfield from Canada. 

Q. Then what is your incentive if you purchase gas from 
Trans Canada through the Great Lakes system if you still 
have this expandable possibility in your system? A. Well, 
I am not completely acquainted with all of the ramifica- 
tions that are involved, but as you know, sir, we are a 
partner in the Great Lakes Transmission Company and 
the gas which we purchase and make a market for, as far 
as Great Lakes is concerned, enhances Great Lakes’ eco- 
nomics and that certainly was a consideration given in our 
incentive in being a purchaser at this time. 

Q. Would that be the main consideration? A. I would 
certainly think so, sir. 


(End of copied material.) 


By Mr. LeBuhn: 


* * 


Q. So you presently apparently have a scheduled de- 
livery, deliveries, with your existing 24-inch line, and after 
Great Lakes goes into operation, assuming it does, you 
have some other schedule of deliveries and withdrawals 
from this field in mind? A. No. Great Lakes provides 
a very convenient means by which Michigan Consolidated 
can receive gas for injection into Belle River in addition 
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to the facility it now has connecting its system with Belle 
River. 

Q. So Great Lakes is really a supplement to the existing 
system. This field can be used completely without the Great 
Lakes line, completely utilized, isn’t that so? A. The field 
cannot be utilized to its fullest extent unless we have some 
other means beyond that that we have now of putting the 
injection gas back into it in the summer months, and Great 
Lakes provides us with a means of doing so. 


° * * ° ° ° ° ° 
1719 
Ray J. Lynch 
was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


° . ° * . ° ° 
1720A 
Cross-Examination. 
By Mr. Gaston: 


Q. As I understand it, Mr. Lynch, about a year ago Great 
Lakes had a proposal on file with the Federal Power Com- 
mission for a project of this nature and a month or so 
later Michigan-Wisconsin filed a competing project along 
with Midwestern, is that correct? A. That is correct. 

Q. At that time, it was my understanding, these were 
mutually exclusive projects, in other words, Michigan- 
Wisconsin was opposed to the Great Lakes project which 
was on file at that time. Am I right? A. As filed at that 
time, that is correct. 
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Q. And can you tell me why Michigan-Wisconsin opposed 
the Great Lakes project at that time? A. We felt that, 
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Number 1, the Great Lakes proposal as then on file was 
highly questionable from an economic standpoint. Number 
2, because of that, we felt that we could do the job ona 
more economical basis. 

Q. When you say on a “more economical basis” — 

Presiding Examiner: I hope we are not going to explore 
the public convenience and necessity of a prior applica- 
tion, or applications, which have been withdrawn and are 
not present in this proceeding? I thought all this was 
preliminary, Mr. Gaston. 

Mr. Gaston: This is preliminary, Mr. Examiner. 

Presiding Examiner: Let’s get to your question, then. 
This is all a matter of record. 

Mr. Gaston: Yes, sir, very shortly. 


By Mr. Gaston: 


Q. Ata later time then we were speaking of, Great Lakes 
and Michigan-Wisconsin developed this program. And what 


caused the American Natural system to change its attitude 
toward the construction by Great Lakes of a pipeline which 
is proposed in this proceeding and which appears in blue 
on Exhibit 58? A. Well, I think I probably should go back 
a few steps. 

1722 


Number one, we have always felt—this goes back not 
just to the dates you are referring, but back some years— 
that, number one, any Proposal to move Canadian gas from 
west to east should have—should reflect, if at all Possible, 
the utilization of the Midwestern system, here, as a system 
that was essentially at half its ultimate capacity. 

We felt that was a necessary ingredient. 

Number two, we have always felt that in order to do 
the job on the most economical and logical basis, it should 
necessarily be a two-step program in order to give the 
Canadian market another year to develop. 
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Now, that was inherent in our original proposal, and it 
is a part of this proposal. We worked with the Trans- 
Canada people for some time, and ultimately they. did 
decide, nevertheless, to make their prior filing, which they 
did. 

We continued our studies, and then I believe it was in 
early April of last year we—by “we”, I mean Midwestern 
and ourselves—went to Trans-Canada and presented them 
with a basic alternative proposal, and we gave them the 
outline of it. 

The Trans-Canada representatives indicated to us that 
they wanted a little time to study it. After study, a matter 
of a couple weeks, they indicated to us that they were of 
the opinion that their basic proposal was more economical— 
I must say we did not particularly agree with it as it was 
then 
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filed, that their proposal was more economical—and sec- 
ondly, and this is the only other reason, as I recall it, 
they indicated that they would have some additional flexi- 
bility, particularly in the early years, with their Great 
Lakes proposal as then formulated. 

And that was it. Those were the only objections they 
raised at that particular time. 

We went forward, made our filing, and some time later 
after all these applications were on file the Trans-Canada 
people contacted us and indicated, number one, that there 
were certain pre-requisities to any proposal here that they 
felt were absolutely essential for this—for any kind of 
proposal to be approved in Canada. 

I don’t know whether you were here a day or two ago 
when Mr. Woods enumerated those, I thought he did so 
very thoroughly. 

They told us in unequivocal terms, just as they have 
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told Northern, that they have to have Canadian reserves 
behind a Canadian market. 

That, I might say, is sort of the hub or nub of this 
whole case. We all know that the Canadian reserves are 
the substantial long-range developing reserves. That was 
number one. 

Number two, they said in order to get any project 
through Canada it had to be a through-pipeline. 
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Number three, they had to have some type of control 
over that operation. 

So we took that position of theirs, and some of our— 
actually, some of the better and more important aspects 
out of our proposal, and we sat down right then and 
there to try to negotiate and come up with a proposal that 
would do the job from everybody’s standpoint; and that 
is the one we filed. 

Q. You felt that this was desirable, at least, to use 
Midwestern’s facilities, at least in the beginning, and 
that was what you propose now. 

As I understand it, after the second year the Midwestern 
participation in this joint effort will drop out? A. No. 
Midwestern is a long-term purchase, on their part from 
Trans-Canada, and a sale by them to us. 

Q. Well, I mean insofar as the Canadian markets are 
concerned, Midwestern, as far as Midwestern’s interest 
in Eastern Canadian markets, they will drop out of the 
second year, isn’t that so? A. This gas we will physically 
take from Midwestern ultimately will be used in our mar- 
kets, U.S. markets, right. 

Q. The American Natural system appears to me to be 
first a benefit to Mich-Con for additional supplies of gas 
from Canada, that is one benefit, is it not? A. That is one. 
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Q. The second benefit to the American Natural system 
is an interest in Great Lakes through equity ownership. 
Right? A. Which carries with it perhaps the most im- 
portant benefit of all, that is the direct access to the Mid— 
to the Western Canadian gas reserves. 

Q. Will you explain to me the benefit to Michigan- 
Wisconsin from this proposal? A. Well, I think with- 
out any question the fact that Michigan-Wisconsin physi- 
cally under this proposal will be tied into the Great Lakes 
system in the heart of Michigan, in the heart of its storage 
area, is a clearcut benefit. And the fact that through the 
ownership and participation by the American Natural sys- 
tem in the operations of Great Lakes it does give us— 
speaking now of Michigan-Wisconsin—this direct access 
to Canadian reserves which we feel is all-important, or 
so important. 

And I am not talking about, Mr. Gaston, a gas supply 
requirement a year or two years from now. I am talking 
about something down the road here. 

‘We know that each day gas is getting tighter here in the 
states. We know that in the Hugoton-Anadarko area we 
are faced with declining deliveries. It is an area that has 
been in production a long time. And we want to get as many 
tie-ins as we can to the vast producing areas in not only 
the U.S. but on the North American continent. 
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And we feel very strongly that the long-range gas supply 
for our area, and, indeed, for many areas in the U.S. will 
be Western Canadian gas. And we want to be there to 
protect ourselves, and our customers. 


* ° * ° * * o ° * 


Q. Could Michigan-Wisconsin inject into its system 
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beginning in 1967-68 in your opinion an increment of gas 
in the amount of 113,000 mef per day from its Southwest or 
Gulf Coast sources at a lower cost than the Trans-Canadian 
gas? A. I would say that just based on the situation today 
the cost of our getting the gas up compared to the cost 
of Midwestern getting to the Marshfield as a practical 
matter would be a wash. 

Q. Would be what? A. A Wash. 

Q. Equivalent? A. Approximately equivalent. 


| 
(1730) : 
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By Mr. McGrath: 


Q. Mr. Lynch, at transeript 1725 of yesterday where 
you speak of the direct access to the Western Canadian 
gas reserves, then you speak of looking to Canada for pos- 
sible future reserves because of slackening off of reserves 
in the United States, in certain areas, would it be the policy 
of the American Natural System to look to Great Lakes’ 
facilities to transport any incremental volumes from Canada 
for the American Natural System? A. It would be the 
policy of our System to look at the specific gas supply 
situation at the time, and also the distribution of the 
loads within our market System, the economics, put all 
those together, and at that particular time decide which 
would be the most advantageous way to go on meeting the 
requirements. 

Q. Since you would have a fifty percent ownership in 
Great Lakes that would be one consideration that you would 
have to weigh, would you not, in terms of comparing, say, 
additional deliveries from Trans Canada via Midwestern or 
via Great Lakes? A. I think the first consideration would 
be where the gas is available. It would be about in this 
order: Where the gas is available, what market requires it, 
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and the economics of getting the gas to the markets at that 
particular time. 

Q. At the moment my question is just as to Canadian 
reserves. A. Allright. Well, for example, if all of our load 
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growth at that particular time were, let us say, in the 
vicinity of central Wisconsin it could well be more or 
less logical for us to buy additional gas from Midwestern. 

On the other hand, if the load growth is largely on the 
Michigan side it could well be more advantageous to buy it 
from Great Lakes. That is on the Canadian side. Following 
it all the way through, say Mr. Gaston’s area is where 
we have the substantial growth, and it may be more advan- 
tageous to try to get the gas down the southwest side of 
our System. 


* * * * * * 
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Q. Earlier I asked you questions with respect to the 
American Natural’s possible obligation to render service 
to Great Lakes in order to make deliveries to Trans Canada 
under emergency situations. 

T assume that it would be a two-way street, would it not, 
sir, that Great Lakes in case of difficulty on the part of 
Michigan Consolidated would render emergency service to 
Michigan Consolidated if need be? A. Very definitely. 
And Michigan Wisconsin. 

Q. And Michigan Wisconsin? A. Right. 

Q. Assuming that that service would occur, as a negotia- 
tor with Trans Canada in establishing the presently-existing 
Great Lakes Gas Transmission corporate setup of 50% 
ownership 
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by American Natural and 50% ownership by Trans Canada, 
what, in your opinion, would occur with respect to the 
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assumption of Canadian gas being transported in bond 
by Great Lakes for Trans Canada’s eastern markets should 
the American Natural System need substantial quantities 
of gas to meet an emergency situation? Could you as a 
50% owner of an American Natural Gas Company certified 
by this Commission draw down on Great Lakes to meet 
your emergency situation that may exist in the United 
States? A. Mr. McGrath, if you have an emergency it is 
a case of getting gas to the emergency area. Now, whether 
you are talking about gas that is in bond or out of bond 
or however it is, you are going to get gas to the point that 
needs it in the emergency, in whichever direction it flows. 

Q. You recall that my question to you earlier was that 
you would render emergency service to Great Lakes in 
order to meet Trans Canada’s needs so long as you did not 
impair service to your existing customers. 

Now I am asking you whether or not Great Lakes would 
make sales to you on an emergency basis so long as it 


did not impair its contractual obligation to transport gas 
for Trans Canada. Is that the context in which they would 
render emergency service to you? A. I would say that 
is right. And as you phrased it earlier, it is a two-way 
street. It is a tremendous plus for 
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our customers on our system, and it is a tremendous plus 
for Trans Canada and its customers. 

Q. How can it be a tremendous plus, sir, if you needed 
something over and above 57,000 Mcf per day and Trans 
Canada says, “We demand that our deliveries be main- 
tained by Great Lakes”? 

There wouldn’t be any gas available to meet any emer- 
gency situation under those conditions, would there? A. If 
there is no gas available to meet an emergency, of course, 
you don’t meet it. But we are in the gas business, Trans 
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Canada is, and Great Lakes will be. And Point No. 1 in any 
situation is to meet your market. If you have an emer- 
gency situation you can rest assured that sophisticated 
and reasonable gas operators are going to do everything 
they can physically to meet it. I don’t think it has to be 
any more complicated than that. 


By Mr. McGrath: 


Q. What benefits will acerue to the American Natural 
System other than having 57,000 Mef of gas available to it 
from the Great Lakes System? <A. Well, I did elaborate 
to some extent with Mr. Gaston yesterday, but I will go 
through it again. 

Q. Other than this availability of Western gas business, 
and I think we have covered that, too, and I wouldn’t want 
to repeat that. A. I want to re-emphasize that. And I can 
also add, perhaps to some extent the point you were de- 
veloping this morning. I think the basic proposition, that 
we have a large diameter high-pressure pipeline right in 
the heart of Michigan is to us a tremendous safety valve. 

Additionally, we think that—not “think,” there is just 
no question but that from the standpoint of Michigan Con- 
solidated we have service to these unserved areas. We have, 
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which is part of this proposal, deliveries in the upper part 
of the Lower Peninsula, which gives Michigan Consolidated 
a second feed into their system, a feed from the North which 
over the years here is going to save them tremendous 
investment in capital facilities to get gas from the south 
to the north. 

Additionally, deliveries in the Belle River storage field 
are going to save Michigan Consolidated a tremendous 
investment. 
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Also, Michigan Wisconsin long-range—again, I am not 
talking about a year or two, but we are looking at this 
down the road for a long period of time—feels that the 
possibility of buying some gas in the heart of its storage 
area from Great Lakes is a very distinct possibility. 

Additionaly, Michigan Wisconsin effectively has a tie-in, 
or will have a tie-in, with Great Lakes over in the Wis- 
consin area by reason of Michigan Consolidated’s extension 
from Menominee into the Upper Peninsula. So that is 
another safety factor. 

1762 

Those are some, there may well be others. And I re- 

emphasize the gas supply aspect. 


Q. Mr. Lynch, under the original proposal of Michigan- 
Wisconsin wouldn’t it have been a more financially attrac- 


tive arrangement than the one that eventuated as a result 
of your agreement with Trans Canada? A. I am not sure 
that it would have. The important point, however, is that 
we ultimately reached the point where it was just obvious 
that the proposal could not materialize. 

Q. Why wouldn’t it, sir? Didn’t you assume, or couldn’t 
you assume, somewhat like Northern is, that the Commis- 
sion would consider public convenience aspects and that 
your proposal might have been more in the public interest 
than the Great Lakes solely owned by Trans Canada 
proposal? A. As I testified yesterday in response to ques- 
tions by Mr. Gaston the Trans-Canada people rejected our 
original proposal on basically one ground, and that is that 
they felt theirs was more economic. I also testified that 
we did not agree with that. 

Q. Yes. And you mentioned you thought there were 
certain points, but did not elucidate on those points. 

Mr. Shannon: Let him finish. 
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Mr. McGrath: I am sorry. 

The Witness: They indicated to us also that they felt 
their proposal would give them some flexibility, as I re- 
call it they said particularly in the early years, that they 
wouldn’t have under our proposal, and that was it. 

Mr. McGrath: What flexibility? 

The Witness: That they were talking about? 


By Mr. McGrath: 


Q. Yes. A. You would have to ask them. 

Presiding Examiner: Mr. Woods testified at some length 
about this. A. Now, starting from there, we did not agree 
that that proposal as then constituted was more economic, 
and we did go forward and filed our joint proposal with 
Midwestern. 

Now, it was subsequent to that that Trans Canada con- 
tacted us and told us—again I will say in unequivocal 
terms—that for the reasons Mr. Woods outlined in his 
testimony, and I believe maybe Mr. Holstead, and I re- 
peated some of them—that the exchange arrangement just 
could not go, could not go in Canada, and they don’t feel 
it does the job as far as their consumers in eastern Can- 
ada are concerned. So at that point we went forward 
with them to try to formulate a proposal which in effect 
included the best aspects of all of the prior proposals. 


1768 

Mr. McGrath: What were the better and more important 
aspects out of your prior proposals that you assume are 
incorporated in this proposal, as you testified at transcript 
1724 yesterday? 

The Witness: Utilization of the Midwestern System, 
which essentially was operating at somewhere near half 
capacity. 
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1772 
By Mr. Lewnes: 


1780 


Q. Now, you indicated that whether you met the re- 
quirements of the markets that you propose to serve from 
the gas taken by Midwestern in the third year or whether 
you brought it up from your other sources costwise it 
would be a wash, I believe you indicated. A. I believe 
I said essentially a wash, right. 

Q. Let me ask you specifically, if Great Lakes is not 
certificated would you pursue your contract with Mid- 
western to take the 113,000? 
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A. If Great Lakes is not certificated we have no inter- 
est in the 113,000 at this particular time. 

Q. Why is that? A. Because, as I mentioned, or you 
just mentioned, from the standpoint of the cost of getting 
the gas up to the market it is essentially a break-even point. 
If it is just a case of a one-shot purchase, Midwestern versus 
going to Louisiana and getting the gas, we would much pre- 
fer doing it ourselves, from the standpoint of a little 
additional flexibility. 

Q. So, then, the incentive, you might say, for taking 
the 113,000 is the fact that you will get essentially—you 
are getting service through Great Lakes up into the area 
where Michigan-Consolidated wants to institute service to 
new communities, and at the same time American Natural 
is getting 50 percent control of this new line that will 
traverse the Northern United States, is that essentially 
true? A. No, it is more than that. It is substantially more 
than that. From our standpoint the most important aspect 
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of this whole arrangement is a direct tie-in to the Western 
Canadian gas reserves. 


s ° s * s 
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Q. When you went to negotiate with Great Lakes prior 
to coming in with this combined proposal did you ask Great 
Lakes if they would render service to Mich-Con for the 
institution of service in these new communities? A. The 
negotiations after our other proposals were on file—— 


Q. Yes. 
1783 


A. Trans Canada started the negotiations. They came to 
us sometime after these applications were on file. 

Q. Let’s take it in just two steps: Prior to filing your ap- 
plications which would have been competitive with the 
Great Lakes proposal, did Mich-Wis request Trans Canada 
or advise them perhaps they would want some service off 
the Great Lakes line to Mich-Con to institute service to new 
communities? A. Prior to the filing of those old proposals 
we literally had, I would hate to guess how many different 
facets and alternatives we tried to look into. All involved, 
however, we felt, that any through pipeline would require, 
No. 1, some kind of a two-phase program, because you are 
talking about a couple hundred million dollar investment, 
and to the extent you can give that market another year to 
develop it is very important to the Commisison. Secondly, 
we felt you did need more market behind that line other 
than the Eastern Canadian market. We have felt that way 
all the way through. 

Q. Then, did you, or didn’t you, prior to the filing of your 
applications inform Great Lakes or request Great Lakes 
that you would want service to Mich-Con off that Great 
Lakes line in order to institute service to the new com- 
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munities? A. We never ever got to that point in the ne- 
gotiations. 

Q. After vou filed the applications and prior to American 
Natural’s acquisition of the 50 percent interest in the com- 
pany did you tell Great Lakes that you wanted service—or 
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Trans Canada, at the time—that you wanted service to 
Mich-Con to institute service in new communities? A. 
That ultimately evolved ont of the negotiations that com- 
menced immediately after Trans Canada suggested we kind 
of resurrect these old studies. 


1787 
By Mr. Case: 


Q. You were present when Mr. Woods testified for Trans 
Canada the other day, were you not? A. I was. 

Q. You indicated to Mr. Lewnes in answer to a question 
by him that in your opinion the purchase by Mich-Con 
“sweetened” the Great Lakes Project. Did you not indicate 
that? A. “Sweetened” I believe was Mr. Lewnes’s word. 

Q. But you agreed? A. I agree that the market behind 
the pipeline enhanced the economies, which is the way I 
would put it. 

Q. Well, you are aware, are you not, that Mr. Woods 
indicated that under the original Great Lakes Project 
Trans Canada was paying Great Lakes approximately 
11.86 cents per Mcf on a one hundred percent load factor 
basis, while under the current project Trans Canada is pay- 
ing for transportation 13.35 cents per one hundred percent 
load factor, for transportation? And in view of the fact that 
Trans Canada is now paying Great Lakes approximately 
1.49 cents I want to have you explain how the additional 
purchase by Mich-Con sweetened 
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the economics of the Great Lakes Project, so far as Trans 
Canada is concerned. A. Going back first to the old pro- 
posal, and the lower rates you have cited, they reflected an 
operation by Great Lakes where they were essentially in a 
continuous loss position. As a result they did not pay a 
dollar of income taxes. 

The application actually, as we saw it, would even get 
worse starting in the sixth vear, when they had a price in- 
crease at Emerson and no right to increase at the St. Clair 
River. 

So we felt that, No. 1, you had a proposal there with no 
income taxes, which, if you have that on a long-range basis, 
I think for itself speaks that they have a rather sad eco- 
nomic situation. If you put income taxes in, if you did 
nothing more than that to the presentation but put in income 
taxes, you would have a rate of about 14-plus cents. So the 
comparison you are making here is completely misleading. 


Q. But the rates I am talking about, that was the contract 
proposal in the original docket as well as the contract pro- 
posal in this docket, is that not correct? A. But you are 
matching up an uneconomic proposal versus one that is 
here that is economic. 


1933 
Rocco Lochiano 


was called as a witness, and, after being first duly sworn, 
was examined and testified as follows: 


1935 
Cross Examination 


By Mr. Shannon: 

Q. Mr. LoChiano, would you refer to your Exhibit No. 
48, page one? It is correct you were first employed by the 
Northern Natural on March 1, 1964? A. Yes, sir. 

Q. When did you begin the preparation of the studies 
which are reflected in the exhibits that you sponsor in this 
case? A. These particular studies, around the middle of 
1965. 

Q. Could you be more specific? A. I don’t have a spe- 
cific month in mind. I would say July, August. Of course 
we have been doing studies on Canadian gas for a number 
of years, but the application study, around July or August. 

Q. And when did you complete these studies? A. The 
final completion was on submission of the application. 

Q. Just prior to submission? A. Yes. 

Q. What was your assignment? What were vou told to 
do? A. To design a pipeline system in the most economi- 
cal manner possible to move the gas volumes that are re- 
flected in Great Lakes application. 

Q. In other words, to design what I think is described in 
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the application as a mutually exclusive alternative to pro- 
vide the same service, is that right? A. Yes. 

Q. Were you told to use a subsidiary or were you free to 
make your studies on the basis of Northern doing the whole 
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thing? A. Well, in the initial stage it had no influence. 
Engineering-wise we designed facilities which were more or 
less independent, whether it was a separate company or not, 
but in the later stages I was told by Mr. Sampson that it 
would be a separate company, and we proceeded accord- 
ingly. 


1949 


Q. On Exhibit 48, page three, you indicate that Northern 
will redeliver equivalent volumes to transportation company 
at Ogden and a point near Republic, Michigan. Do you see 
that statement, at the end of the first paragraph? A. Yes. 

Q. Do you know the Btu content of the gas that Trans 
Canada delivers at Emerson? <A. It is my information 
that it is 1027 Btu dry. 

Q. What is it saturated? <A. 1013. 

Q. Mr. LoChiano, do you know the average Btu of North- 
ern’s gas delivered at Janesville to Michigan Wisconsin, 
during 1965 as measured by your recording calorimeter at 
Tescott, Kansas? A. No, but I know the average Btu of 
our gas stream. 

T assume at Janesville it is equivalent to our average. 

Q. Would you agree it was something less than 982 Btu? 
A. I wouldn’t know. My information is our average gas 
stream on an annual basis is right at one thousand Btu. 
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Q. Would you check that? You say a thousand, is that 
wetordry? <A. Dry. 

Q. What is it wet? A. It would be about 983, I guess. 

Q. So this figure would fit this figure of 982? <A. Yes. 
We at Northern always talk of Btu as dry. 

Q. Would you also accept the fact that a sample analysis 
is made by Michigan Wisconsin every three months and 
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they were made arbitrarily on February 25th, May 26th, 
September 2nd and December 10th of 1965, and the gas re- 
ceived from Northern averaged 979 Btu? A. I would ac- 
cept that subject to check, yes. Again that is saturated. 

Q. Now you will be redelivering to Trans Canada about 
two percent less gas on a heating value basis than you will 
receive from Trans Canada, is that not correct? A. Per 
cubic foot? 

Q. Actually it is about three percent, isn’t it? A. Are 
you speaking of per cubic foot or in total? In total we will 
be delivering the identical Btu’s. 

Q. But per eubie foot your gas—— A. Per eubie foot 
it could be 2.8 percent less, ves, sir. 

Q. On the basis of two percent, using in the fifth year six 
hundred million a day, we are talking about the equivalent 
of twelve million feet a day, aren’t we? 


1951 
A. Yes. 

Q. Which would be in the order of 4.3 billion feet a year? 
A. Yes. 

Q. Now you recognize, do you not, that on a cost basis it 
will cost Trans Canada money to move this additional 4.4 
billion cubic feet from Sarnia east on its system? A. If we 
deliver, and I don’t think we necessarily established that 
point, if we deliver the thousand Btu gas to Trans Canada 
and we received 1028, some additional facilities would be 
required. However, we haven’t established that that is 
what Northern is going to deliver. 


2 o * a = * ° * ° ° 
Q. Now on the basis of this additional 4.3 billion feet, 
which, as I indicated, is two percent difference; whereas 


at the present time it is 2.8 percent, there would be addi- 
tional cost to Northern, would there not, to deliver this 
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additional 4.3 billion feet to Trans Canada and not equalize 
on a Btu basis? 


1952 


A. Mr. Shannon, we checked the system two ways: One, 
if we did indeed deliver this average Btu to take care of 
this 2.8 percent, the facilities we have installed are—par- 
don me—the facilities we propose in the application are 
able to handle this additional quantity of gas. 

It will require some additional operating horsepower in 
the order of 2300 horsepower, as I recall. However, we 
have the ability on Northern’s system by selection to give 
and match the 1028, if that were the decision of manage- 
ment to do so, which of course would take no additional 
operating horsepower. 

Q. Now let’s stick with 4.3 billion feet for the moment. 
Your Zone 2 rate at 100% load factor is 31.65 cents, and 
this is where Ogden is, isn’t, it? A. I don’t know what 
our zone rate is. 

Q. Would you accept that? A. I accept that, yes. 

Q. According to our arithmetic, if we multiply 31.65 
cents times 4.3 billion feet we get $1,382,600 a year. Would 
you accept that? A. As an academic number, yes. 

Q. Would you also accept one and a half cent per Mef 
per hundred miles as the rule of thumb cost of moving gas? 
A. That is a reasonable number. 

Q. It is 631 miles, is it not, from Ogden to St. Clair? 
A. Right. 
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Q. On the basis of one and a half cents per hundred 
miles, that would be in the order of eight cents times the 
44 billion or another $352,000 a year? A. I have trouble 
following your figures; we use rule of thumb numbers when 
we actually have worked out what it is. 

Q. Tell me how much it will cost you? A. I say there 
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are no additional costs other than the operating costs as- 
sociated with the 2300 horsepower and this is only on the 
assumption that we gave system average Btu, a thousand 
Odgen. 

Q. I thought you just agreed that one and a half cents 
per hundred miles was a A. It is a rule of thumb 
number for average pipeline, but it doesn’t necessarily 
represent the costs at any one particular increment. 

In lieu of running studies, that is a way of coming up 
with a quick answer, but we have run studies and there 
isn’t any reason to accept rule of thumb numbers. 

Q. Can you give me what it will cost you? I don’t want 
incremental costs. A. What else is there but incremental? 

Q. That is the only kind of costs you know about, is incre- 
mental? A. I mean associated with an additional incre- 
ment of gas there is only incremental costs associated with 
it. 

1954 

Q. Why is it incremental? A. Why isn’t it? 

Q. Isn’t this part of the original deal? Isn’t this part 
of the deal you are now proposing right from the outset 
so how does it become incremental? A. You are talking 
in terms of 4.3 billion cubic feet per year as an increment 
beyond what we are moving in our application, as I under- 
stand it. 

So I am identifying the costs that would be associated 
with moving this 4.3 additional volume. 

Q. In other words, you are proceeding on the basis you 
are not going to deliver an equivalent Btu to Canada and 
not going to make up the deficiency, is that it? A. No, we 
are. My point is that we have several choices. We have 
agreed under contract to give equivalent Btu’s to Trans 
Canada as are received. We can do it in several manners. 
One, by delivering additional volumes, if there is a differ- 
ence in Btu, or, two, matching the Btu’s, and we have on 
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our pipeline system the ability to exceed 1028, in which case 
we would put less volume if we wanted to explore it in its 
fullest extent. 

Q. You are going to deliver a higher Btu gas to the 
transportation company to Trans Canada than you deliver 
to all of your other utility customers? Is that your pro- 
posal? A. I didn’t say that. I said that is an alternate that 
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is available to management. It is not for me to make that 
decision. 

Q. How are you going to get this higher Btu? Your gas 
is commingled on your system? A. At the present time it 
is commingled but we have the ability to segregate our gas 
stream and move to Ogden any gas we choose of various 
gas streams. 

Q. You mean you are going to have a segregated stream 
into Ogden from the south, different gas stream, limited to 
and separate from your utility enstomers and limited to 
Trans Canada’s gas deliveries? A. I didn’t say we were. 
I said this option is available to management. 
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Q. On page three of Exhibit No. 49 vou state that North- 
ern’s present systems average specific gravity is .662 A. 
Yes, sir. 

Q. And that you have used this in the Ogden to St. Clair 
design. That is correct, isn’t it? A. Yes, sir. 

Q. Isn’t it true it will require Trans Canada to use about 
15% more horsepower to handle this gas in Canada than its 
own .60 gravity gas? A. I don’t have a number in mind. 
Fifteen percent sounds high. It will take some additional 
for the .66. However, if you finish reading the statement, it 
says that we don’t actually think that there will be .66 
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gravity gas being delivered at Ogden. In reality it will be 
60. 

Q. Now you refer there to this Kermit to Beaver line? 
A. Yes, sir. 

Q. Now is this Kermit to Beaver gas, do you assume that 
is the gas that is going to go to Trans Canada? A. Yes, 
this would probably be the gas that would go to Trans 
Canada. 

Q. And you keep it separated from your other gas? A. 
We have the ability to do so. 
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Q. I am not interested in your ability; I want to find out 
what you are going to do. A. This gas isn’t in our system 
yet so we haven’t segregated because we haven’t received 
it yet. 

Q. You have assumed you are going to get it? A. Yes, 


sir. 

Q. You have a pending application for it? A. Yes, sir. 

Q. Do you intend to keep the Kermit to Beaver line 
separate so that the Kermit to Beaver gas will in fact be 
only gas going to transportation company for Trans Can- 
ada? A. This isa management decision. 

From the engineering standpoint, it would be my recom- 
mendation to do that, yes, sir. 

Q. Have you considered the situation of your other cus- 
tomers? A. Certainly. 

Q. Have you up to now or has Northern up to now ever 
Segregated its gas supply as between customers? A. No, 
we have limited stream. However, this gas has no detriment 
to our customers since it is the same Btu as our average 
gas stream. We are talking merely about a gas which has 
a six-tenths—as a matter of fact, 5.8 specific gravity, but 
the Btu is approximately a thousand dry, so there would 
be no difference in Btu on the system. 
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Q. Are we to understand from your standpoint as an en- 
gineer you don’t attach any particular significance to the 
difference in specific gravity? A. Certainly. 

Q. Do you attach significance? A. Yes. 

Q. You indicate on page three of your Exhibit 49 that 
if you had .60 gravity, you would be able to eliminate eight 
thousand of your horsepower, wouldn’t you? A. Right. 
But this isn’t a detriment to our customers. It always works 
out best to haul your lowest specifie gravity your longest 
distance and that results in the lowest cost. Since very 
little gas is moving north out of Ogden, it would be from 
an engineering standpoint beneficial to move the gas east 
to St. Clair, which would result in the overall system mini- 
mum facilities. This benefits everyone. 


1962 


Q. In your prepared testimony, Exhibit No. 48, page 
two, you state that the facilities covered by Northern’s ap- 
plication are required to exchange gas with transportation 
company and provide additional service to Northern’s pres- 
ent customers. That is your statement, is it not? A. Are 
you on page two of Exhibit No. 48? 

Q. Yes, the bottom of the page. A. Yes, that is right. 

Q. You are not seeking authority in this proceeding to 
render any additional service to any of Northern’s eus- 
tomers, isn’t that right? A. That is right. 

Q. As I understand your testimony, Northern does not 
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now have sufficient capacity to receive into its system at 
Sandstone, Minnesota, the volumes of gas it would have to 
take from transportation under the proposed exchange ar- 
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rangement. That is correct, is it not? A. And move it 
back to Trans Canada? 

Q. Receive it into its system and move it back? A. That 
is right; we don’t have those facilities. 

Q. And in determining the facilities to be installed to 
enable you to carry out this exchange arrangement—I am 
talking about facilities to be installed by Northern—you 
have proceeded on the assumption, have you not, that dur- 
ing period in question there will be an increase of 224,100 
Mcf in the contract demands of Northern’s customers on 
the Northern end of its system, this estimated increase 
having been furnished to you by Mr. Seamonds? A. Yes, 
sir, that is right. 

Q. Now you indicate at pages three and four of your 
Exhibit 48 that all of Northern’s customers located north 
of Sandstone would receive Canadian gas and that the 
balance of Canadian gas would move south from Sandstone 
on Northern’s system, so that the flow of the Canadian gas 


will depend upon the relative needs of the customers on 
the northern end of Northern’s system, is that correct? A. 
Yes, sir. 

Q. Now since the volumes to be taken by Northern at 
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Sandstone each year are fixed under the exchange arrange- 
ment, any decrease in the takes north of Sandstone would 
mean a@ corresponding increase in the volumes Northern 
would have to move south from Sandstone. That is correct, 
isn’t it? A. That is correct. 
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Q. You have estimated that Northern would have to put 
in roughly thirty millon dollars of facilities without this 
exchange agreement to meet a 224 million a day increase 
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in its contract demands over the period. Now if the in- 
crease in Northern’s contract demands in fact turned out to 
be just half that much, you would then have to put in only 
half as many facilities or fifteen million dollars of facilities, 
isn’t that correct? A. That is right. 

Q. And in that event there would be no savings as a 
result of this exchange, isn’t that right? A. An invest- 
ment? 

Q. That is correct. A. That is right. There would be 
some savings, however, in operating costs. 

Q. I am taking your statement of fifteen million dollars. 
That savings would not occur? <A. Right, in investment. 

Q. So your whole claim of the fifteen million dollars of 
savings depends upon the addition of this 224 million a 
day of loads? A. That is right. 

Q. And you have not applied for authority to render or to 
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deliver the 224 million of additional contract demands? <A. 
That is right. 

Q. You have not shown the gas supply that Northern 
would have to have in order to supply the 224 million a day? 

Mr. Case: Objection, Your Honor. This is not a gas supply 
witness. 

Mr. Shannon: I think you are right. 

Presiding Examiner: Well, I think the answer is clear 
from the prior answer. Let’s proceed. 


By Mr. Shannon: 


Q. As you see the situation, assuming that that—and 
this is a wild assumption for me to make—but assuming 
by some chance or other this project of yours should be 
approved, as you visualize the situation Northern would 
then come in year by year and ask for authority to take 
on this 224 million of additional contract demand? A. That 
is my understanding, yes, sir. 
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Q. In order to supply the estimated increase on North- 
ern’s system which incidentally totaled over this period 385 
million a day, inelnding the 224 million of N orthern, is that 
right? .A. I guess 387 or 386.7—essentially 385. 

Q. Now in order to supply the total estimated increase 
of 385, including the 224, Tab 1 of the supplement to North- 
ern’s application indicates that Northern would have to 
construct, if you accept our arithmetic, additional facilities 
south of Ogden 


1968 


with a total cost of $73,471,600? A. Yes, sir, that is correct. 

Q. And you have not applied for authority to construct 
those facilities? A. No, sir. 

Q. And as you visualize the situation, if this project 
were to be approved, then you would come into the Com- 
mission and ask for authority to put the facilities in south 
of Ogden which had been assumed in this case? A. I doubt 
if they would be the same facilities. 

Q. You doubt that they would be the same facilities? 
A. Yes, sir, south of Ogden. Our application flows south 
of Ogden are based on the assumption we would move 
the 224 that we are talking about north of Ogden the entire 
distance, when, actually, some part of that undoubtedly 
would be taken from storage so facilities south of Ogden 
would be something less than we have shown, but we haven’t 
gone into that since those facilities aren’t involved in this 
application. 


Q. The point I am getting to is the Federal Power Com- 
mission, as I understand your approach, is being asked 
to determine in this case that it will necessarily grant you 
authority under applications which have not been filed to 
put in the additional facilities south of Ogden and serve 
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the additional loads on which this entire proposal is based? 
A. It all resolves itself down to the reasonableness of 


1969 


our marketing estimates of 224. You talked about the vol- 
ume reduction. Actually you should be talking about the 
volume increase beyond 224. We have put in what we feel 
from our marketing standpoint our minimum increased 
volumes over this period of not being able to support be- 
fore the FPC, the volumes are considerably higher and our 
savings that we actually expect are much in excess of fifteen 
million dollars. They are in the order of thirty million 
dollars. 

Q. You are asking the Federal Power Commission now 
for authority, that is Northern, for authority to spend 
fifteen million dollars to put in facilities in order to carry 
out this exchange arrangement and you are asking the 
Commission to assume on the basis of applications you 


have not filed that there will be this increase and you 
will expand your capacity south of Ogden and north of 
Ogden, isn’t that right? A. Yes, sir. 


1974 


Q. And Transportation’s application, Transportation 
Company’s application, at page seven, indicates that its 
proposal would provide “maximum protection to both U:S. 
and Canadian consumers.” 

In the light of those statements, are you contending or 
is Northern contending that its proposal would provide 
greater security of service for the Eastern Canadian mar- 
kets than the Great Lakes proposal? A. No, it would be 
equivalent, assuming that Mich-Wis or Mich-Con had a 
contractual obligation to use their storage fields, which I 
don’t know whether that is true or not, but assuming that 
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they would supply them gas in their storage fields in case 
of emergency, the security to the Canadian customers 
would be equal. The security to the United States cus- 
tomers would be greater in the case of N orthern’s applica- 
tion than in the case of Great Lakes and I am referring 
again to using Great Lakes to supply Mich-Wis customers 
gas from Great Lake System. 

Mr. Shannon: Could I have the answer read? 

Presiding Examiner: Read the answer, please. 


(Answer read.) 


1975 


Q. You recognize that the location of storage fields with 
reference to market is extremely important, do you not? 
A. Certainly and that is why our proposal offers United 
States customers a greater security. 

Q. What customers are you talking aobut when you say 
United States customers”? A. I am talking about exist- 
ing customers. 

Q. Whose customers? A. Northern Natural’s. 

Q. Northern’s customers? A. Yes, sir. 

Q. How about Michigan Consolidated Gas Company? 
A. Are you talking about in the upper areas, the one we 
serve? 

Q. In the lower portion of the Upper Peninsula. You are 
not going through there at all? A. No. 

Q. And from the standpoint of Eastern Canada, you 
recognize that much larger storage fields located in Michi- 
gan and closer to the Eastern Canadian market than your 
Redfield storage down in Iowa would provide greater se- 
curity for Eastern Canada than your proposal, isn’t that 
right? A. Again it gets down to the definition of obliga- 
tions. Now if Great Lakes had a pipe that broke or if any- 
body else had a pipe that broke and they were in dire 
emergency 
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Mich-Wis would serve them to their best ability to satisfy 
the customer’s needs. I assume they would do the same 
thing for our line, just as we would for anyone else. How- 
ever, my understanding at least of the relationship of 
Mich-Wis to Great Lakes is that they are two separate 
companies and only related in terms of some service be- 
tween the two companies. 

Now, in the case of Northern Natural and Northern 
Natural Gas Transportation Company, they are much 
closer knit, so in the case of a loss of unit or something 
other than a major catastrophe Northern could supply out 
of its storage on a routine basis the gas where I assume 
Mich-Wis wouldn’t be under that same obligation. 

These again are all of my assumptions. 

If Mich-Wis will take care of Great Lakes’ needs on a 
day by day basis in case they lose a unit and so forth out 
of their storage—in other words if they will dedicate their 
storage to Great Lakes then it will be the same. 

My assumption is Mich-Wis isn’t taking that position, 
but I can’t speak for them. 

Q. In other words, the security is to be provided by 
Mich-Wis and Mich-Con? A. I was talking to Trans Can- 
ada. As far as the security of Great Lakes to Mich-Wis’s 
system, Great Lakes takes into the storage fields on the 
Detroit end and Mich-Wis in the wintertime back flows their 
system. So a great part of their load is 


1977 


downstream of Great Lakes’ connection. In the case of 
Northern’s system, our customers are downstream of our 
storage field but upstream in connection with our line to 
Emerson. 

In other words, we can get supply to our customers 
should our storage field not be adequate from the Emerson 
and Sandstone line. 


106 


The new line ties downstream of our storage field, where 
in the case of Great Lakes it ties upstream of their storage 
field. 

On this basis I say, on the overall our system offers 
greater security to the United States customers. 

Q. You say in your application “offers maximum security 
to both United States and Canadian consumers”? <A. 
Right. I say it is equal to or better than what Great Lakes 
is offering because of the useability of the storage to Can- 
adian customers. 


1978 
By Mr. Shannon: 


Q. Referring again, Mr. LoChiano, to the facilities that 
Northern indicates it would build south of Ogden, those 
facilities would be required, would they not, to enable 
Northern to carry out the exchange arrangements and de- 
liver to Transportation the equivalent volumes at Ogden? 
A. Yes, a good part of them. 

Q. You haven’t applied for those facilities? A. No, sir. 


1981 


Q. Was it your testimony if Northern could obtain X-65 
pipe it would use that? A. Certainly. 
Q. Because it is cheaper? A. Yes. That is one reason. 


Q. Do vou know whether or not the Federal Power Com- 
mission has ever approved the use of X-65 pipe for a single 
main line, particularly one 900 miles long? A. No, I don’t 
know that they have or haven’t specifically, I know they 
approved, not too long ago some X-65 pipe for Columbia 
Gulf. I don’t know whether it was a single line or loop line. 
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Q. You indicate at page 1 of Exhibit 49 that X-65 pipe 
costs 3,750 per mile less than X-60 pipe. That is correct, 
is it not? A. That is our average difference in quotes we 
have obtained, yes, sir. 

Q. So that if you were to use X-60 pipe, it would increase 
your costs on 960 miles of line by roughly $3,400,000. A. 
Yes, sir. 


* s * * * * * * * * 


Q. Does Northern Natural Gas Company use internal 
coating on its system? A. Some internal, some not. 

Q. Is any internal coating planned for the Northern fa- 
cilities proposed to be installed either north or south of 
Ogden? A. You mean under under this application? 

Q. Yes. A. I don’t believe any is, no. I don’t believe we 
have any internal coating on any of it. 

Q. Does Northern propose to use internal coating in its 
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pending application to expand its facilities and serve its 
customers’ requirements this coming winter? A. Yes, 
where we complete loops that are already internally coat- 
ing, we are continuing it. On new loops we are starting, 
they will be bare pipe, no internal coating. 

Q. Don’t your working papers indicate that on the North- 
ern System south of Ogden you have included internal 
coating? A. Yes, but we are completing loops, as I say. 

Q. You do not propose to install any internal coating on 
the Transportation Company proposal? <A. No, sir. 

Q. Have you estimated the additional cost of internally 
coating Transportation’s proposed 36-inch pipeline? A. 
Yes, sir. It is about $2 million. 


1998 


Q. You have undertaken to make a comparison between 
the costs, estimated costs of the Great Lakes project and 
the estimated costs of the Northern Transportation Com- 
pany project, have you not? A. Some checks, yes, some 
comparison. 

Q. I would like to just, without getting into a lot of 
detail, just diseuss with you briefly as an engineer what is 
involved in constructing a pipeline. First of all, you have 
to get right-of-way, don’t you? A. Yes, sir. 

Q. And you are not suggesting that Northern can get 
right-of-way cheaper than the combination of Great Lakes 
with American Natural, are you? A. I wouldn’t think 
S80, no. 

Q. And you are also familiar with the fact, are you not, 
that the Upper Peninsula of Michigan and the Minnesota 
Mesabi Range area is sparcely populated? A. Yes, sir. 

Q. You would expect, would vou not, the right-of-way 
acquisition would not be as expensive in that area as it 
would be in a congested suburban or metropolitan area? 
A. Right. 

Q. So that just looking at the map, wouldn’t you as an 
engineer feel that Great Lakes could acquire the right-of- 
way as cheap, if not cheaper, than Transportation Company 
could 

1999 


acquire its right-of-way since Transportation is running 
through and around the metropolitan area of Chicago and 
over to the southern Michigan and around Detroit? A. T 
would assume so. 

Q. Now, the second thing that you need to build & pipe- 
line is pipe, isn’t it? A. Yes, sir. 

Q. And you are not suggesting that Northern Natural 
Gas Company or its subsidiary, Transportation, has any 
magic way of buying Pipe cheaper than the American 
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Natural System or Great Lakes can buy pipe, are you? 
A. No. 

Q. In fact, since Great Lakes has purchased and is 
scheduled for delivery immediately the pipe for the first 
step of this project, it is assured of what that pipe will 
cost, whereas Northern hasn’t got its pipe and if it is de- 
layed and we have inflation, your pipe will cost more, 
isn’t that right? A. Well, that may or may not be true. 
However, I believe your costs, the freight you were using 
came out higher for the first 158 miles, which is based on 
McKeesport so your costs actually would run high if we 
were using X-60. 

Q. We will get into that later. 

I just want to keep this thing general, that you are not 
suggesting that you can buy pipe cheaper than we can. 
A. Right. 


2000 


Now, you have a big engineering department and I am 
really quite amazed at its size so far as engineering and 
supervision, but you are not in the construction business; 
you don’t really physically put pipe in the ground, do 
you? <A. No, sir. 

Q. You go out and you submit bids to contractors, pipe- 
line contractors that have spreads and equipment to put 
in the pipe, is that right? A. Yes, sir. 

Q. You are not suggesting that Northern Natural Gas 
Company can get cheaper bids from pipeline contractors 
than Great Lakes or American Natural can obtain bids, 
are you? A. For the same area? 

Q. Yes. A. No, I wouldn’t think so. 


o ° * ° 


2002 


Q. You have undertaken to tell us the advantages under 
this exchange arrangement which Northern and its sub- 


110 


purchased gas from Great Lakes 
line would cross Northern’s line— 
wn by the staff’s map in the vicinity 
or not too far from Duluth, isn’t that right? A. Yes, 

Q. Now, if Northern Natural Gas Company, with its 
present system, purchased gas from Great Lakes at the 
point where Great Lakes will cross Northern, near Duluth, 
the receipt 


2003 


@ smal] 
amount. Well, it depends on the quantities you are talking 
about, but it could. 


for five years. Is that ye 
Yes, or at least this application reflects 


Q. If Northern were to, 
change arrangement, wer 
at the point I suggest, it ¢ 


day. 
That is correct, is it not? A. Yes. 
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Q. And Northern would not have to purchase gas ex- 
cept from year to year as those loads developed. That is 
correct, isn’t it? A. You mean of this 224? 

Q. Yes. A. I can’t answer. I don’t know how much of 
that 224 is already purchased. 

Q. If Northern bought from Great Lakes from year to 
year 

2004 
as the loads developed in the Northern end of its system, 
Northern could avoid the construction entirely of the 15 
million dollars in facilities it is seeking authority to install 
here, isn’t that right? A. Yes, that is right. 

Q. And if Northern purchased gas from Great Lakes at 
Duluth, Northern could postpone and in fact eliminate a 
major portion of the $73 million of facilities Northern has 
indicated it would have to install over the next five years 
south of Ogden, isn’t that correct? 


* * * * 


The Witness: Some portion could be eliminated. 
By Mr. Shannon: 


Q. Have you made any study to determine whether or 
not Northern could purchase in the years from Great Lakes 
the volumes representing the increase of 224 million on 
the Northern end of your system—— A. No. 

Q. I haven’t finished. 

—and without installing any additional facilities north 
of Ogden and what portion of the 73 million south of Ogden 
could be eliminated? A. No, I haven’t made that study. 
* ° * td e * * es * 

2008 
Q. I want to come back to that two hundred million. 


Tsn’t it correct that every benefit that you argue or urge 
or contend would be derived by your exchange proposal 
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could be achieved and to a greater extent if Northern pur- 
chased gas from Great Lakes at Duluth and along the Great 
Lakes Line in the Upper Peninsula? <A. No, it isn’t. 

Q. Would you name one benefit that would not be 
achieved by Northern buying gas from Great Lakes? <A. 
Well, for instance, we have, and I think I stated it, 465 
million feet of excess capacity or capacity available be- 
tween Minneapolis and Ogden that are generated by this 
exchange service. That would not become a reality. 

Q. Do you think it is a benefit to an interstate pipeline 
and its customers who have carrying capacity that has been 
certificated to render three hundred-some million of that 
capacity idle and surplus? Is that your view of a benefit? 
A. If it was never used, it wouldn’t be. There are certainly 
uses that it could be put to and that is potential use that 
I referred to as a benefit. 

Q. Is this the only benefit you could think of you would 
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not achieve by buying gas from Great Lakes? A. Well, 
we would have less reliability for our gas customers be- 
cause under our proposal we would have two major gas 
lines committed with full volumes to serve our marketing 
area, so their reliability would be dropped if we had in- 
stead a 10-inch or 12-inch tap off of somebody else’s 36- 
inch. In addition, the most obvious one is economics. TI 
haven’t run it, but it is a case of whether the purchase of 
gas would offset or be lower than the cost to move the 224. 

Q. Suppose the cost of gas price offered by Great Lakes 
to Northern at the point of interconnection and along the 
Upper Peninsula were such that the cost to Northern would 
be substantially the same as the costs to Northern of mov- 
ing the 224 million from the south, would you then recom- 
mend to Northern that it purchase gas from Great Lakes? 
A. No, because we have a three million dollar savings be- 
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yond the cost of moving the 224 to our gas customers with 
this exchange arrangement proposed. 

Q. The application indicates that Northern’s interest, one 
of Northern’s reasons for its proposal, is to gain access to 
Western Canadian gas. That is correct, isn’t it? A. I 
don’t know. I don’t recall that. Who made that statement? 

Q. In the application. A. It could be. I am not familiar 
with it. 

2010 
Presiding Examiner: Let’s assume it is so. 
By Mr. Shannon: 


Q. Assuming it is so, you would recognize, would you 
not, that you would obtain that same access through Great 
Lakes that you would by building this proposal? You would 
save what, two hundred million dollars of expenditures, 
isn’t that right? A. We would save two hundred million 
dollars of expenditures if we bought from Great Lakes? 

Q. Yes. A. That is an academic question. 

Q. You mean you were told not to consider the possibility 
of purchasing from Great Lakes? <A. No, I haven’t con- 
sidered it either way. You said would we save two hundred 
million dollars. If we didn’t have this project we wouldn’t 
build two hundred million dollars. We would build some- 
thing, and it would depend upon the bids. I was referring 
to your two hundred million dollars number. 

Q. An as engineer, before recommending to manage- 
ment of the company that they undertake a project of this 
magnitude, wouldn’t you think you should explore other 
available alternatives of meeting your increased require- 
ments? A. That isn’t my obligation under this particular 
application. 

Q. That is what I want to get straight. Now you were 
simply told, if I understand it, you design a Pipeline and 
you 
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use a subsidiary and you design a pipeline that will dupli- 
cate the services proposed by Great Lakes so that it will 
be a mutually exclusive proposal. Is that what you were 
told todo? A. I was told to generate the costs and design 
the system, yes, to duplicate the services rendered by 
Great Lakes. 

Q. Was that decision made without any studies being 
made as to any alternative? A. Such as what? 

Q. Such as buying gas from Great Lakes, the obvious 
one? <A. As I say, I haven’t made that study. 

Q. Your engineering department has never made any 
studies to make a comparison as to the relative benefits to 
Northern and its customers of buying gas from Great 
Lakes instead of this present proposal. Is that your testi- 
mony? A. I haven’t made any detailed study, no. 

Q. Have you made any detailed studies in your engineer- 
ing department with respect to purchasing gas and the 


relative benefit to Northern and its customers of buying 
gas from Great Lakes instead of building this proposal? 
Either you made the studies or didn’t? A. Let me say 
this and this isn’t a complete study: We made a quick check 
of what the costs would be to move the 224 to our system, 
just to move it up to our system, and there are various 
ways of looking at it, but we generally came out below 3lc. 


2012 


Now just from the standpoint of knowing what our costs 
are to move it from Emerson to Sandstone, we are talking 
minimum costs of 32-plus-cents, 33c, whatever the number 
may be from Great Lakes. So on the initial investigation, 
this is from engineering and not with management, we feel 
there was no economics involved. 

Q. What price did you assume you would have to pay to 
Great Lakes? A. I didn’t. As I say, all we looked at is the 
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29c at the border, plus our costs of about three and a half 
cents to move it down to Sandstone, which would be 32.5, 
so it isn’t actually Great Lakes, but we were looking at our 
costs to move it to Sandstone. 


2033 


Q. Referring to page 10—I think this is clear on the rec- 
ord but I want to confirm it—the first complete question 
and answer says: “When will application be made for 
the remaining facilities needed on the system? 


“Answer: These will be made on a year by year basis in 
conjunction with present customer or new customer ap- 
plications.” 

As I understand what you said this morning, on the fa- 
cilities south of Ogden what you will do in effect is to put 
together whatever your market requirements are south of 
Ogden with the gas needed to supply the particular con- 


tract requirement of Trans Canada for that day, put those 
two together and design your facilities and put them in 
that year? <A. No. 

Q. Am I wrong in that? A. Yes. South of Ogden the 
Trans Canada volumes have no effect. The additional facili- 
ties would be dictated solely by whatever the market growth 
was on present customers. 


2034 
By Mr. Seder: 


Q. Approximately 980 is Northern’s BTU and 1013 is 
the Btu approximately from Trans Canada, a difference 
of around 30 Btu? A. Yes, I said 28. 

Q. As I understand your contract, your pro forma con- 
tract with Trans Canada under which you would deliver 
gas at the 
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St. Clair River, you make up the heat content one way 
or the other. A. That is right. 

Q. So you deliver Btu for Btu? A. Yes, sir. 

Q. You said you had a couple alternative ways of meet- 
ing that and the one you had chosen was to assume you 
would deliver the additional volumes of gas necessary to 
make up this Btu difference. Is that correct? A. I said 
the one we have chosen was based on 1,000 Btu gas. 

Q. Is that saturated or dry? A. Dry. 

Q. That means since you can only deliver physically 
980 Btu you have to make up by increased volumes? 
A. The volumes we have shown coming in at Emerson 
and what we have shown going out of Ogden to St. Clair, 
those volumes are all based on the assumption of 1,000 Btu 
dry. Now if there is a difference, if the thousand is a 
thousand and twenty-eight, for instance, then the volume 
coming in at Emerson would be reduced by that difference 
and the volume out of Ogden would remain as we have 
stated. 

Q. Let’s just talk about—— A. So relatively out of 
Ogden would be higher than out of Emerson if there is a 
difference in Btu. 


2036 


Q. Let’s talk about the volume out of Ogden for a 
moment. You are able physically to deliver 980. Your 
contract obligation will be to deliver the equivalent of 
around 1013 at St. Clair. That requires, does it not, ap- 
proximately the 41% billion cubic feet additional gas Mr. 
Shannon mentioned this morning, if it is done that way? 
A. Four and a half, yes, relative to what comes in at 
Emerson. The question is whether Emerson goes down 
or Ogden goes up. 

Q. If Emerson goes up, why you would have to deliver 
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just that much more? A. Quite right, and I said the 
facilities we have installed would take care of this extra 
if that were the way it would be handled. 

Q. Is there any exhibit in this proceeding that you know 
of that shows this 414 to 5 billion cubic feet additional 
gas that would have to be delivered? A. No. The assump- 
tions were they are all on a thousand Btu dry. 


* s * ° * s s * 


2040 
By Mr. Le Buhn: 


Q. This was referred to earlier and as I understand it 
this is the means by which you would meet an emergency 
situation should there be a line break on the transportation 
line? <A. Yes, sir. 

Q. And you are able to do this because there are in 
effect Valley gas volumes available or there will be in 
the year 1970-712 A. Are you referring to the volume we 
would pull out of storage? 

Q. The reason you are able to do this is because—— 
A. You are talking about the summertime condition? 

Q. Yes. A. Yes, that is right. 

Q. Now should your sales department be able to find a 
home or be able to sell this Valley gas, is it your recom- 
mendation that this gas nevertheless not be sold and remain 
in this situation? A. No. 

Q. In other words, should you be able to sell it, you 
would no longer have this ability to meet this emergency 
situa- 
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Q. Would you move it all the way down to Ogden if 
the markets from Ogden up to Sandstone could not utilize 
that volume or all of that volume? <A. If the volume that we 
received at Sandstone exceeded our consumption in the 
area, they would go as far as Ogden and be moved out of 
Ogden into Transportation going east. 

Q. And after the fifth year, you would have to construct 
facilities to do that, wouldn’t you? There wouldn’t be 
ample capacity on your system after the fifth year between 
Ogden and Sandstone? A. As I stated earlier we have 465 
million and we could move that additional gas south toward 
Ogden and we wouldn’t need anything— 

Q. In the fifth year? A. South of Minneapolis we have 
capacity of approximately a billion feet, and we could move 
that quantity of gas in either direction. 

Q. So what you are saying is that in the fifth year, even 
if you had no excess capacity north of Minneapolis, you 


certainly would have excess capacity south of Minneapolis, 
so any additional facilities that might have to be constructed 
would be somewhere between Sandstone and North of 
Minneapolis? <A. Right. 


2101 
Q. You indicated in an answer to Staff Counsel earlier 
this morning that you might as a practical matter back-flow 
some of this gas down the west leg of Northern’s System 
and that being the mainline that comes down through the 
Welcome, Paullina and South Sioux City compressor sta- 
tions—— A. Yes. 
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Q. How far down the west leg might the Canadian gas 
be flowed? A. The reference I had was using only the 
Minneapolis area, and there would be very little actual 
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backflow under this premise, and the reason it would not 
go further south is because by taking advantage of forty- 
two million we eliminate all the new construction on that 
west leg, and to move it further south does not afford 
additional savings. 

Q. I take it it is fair then to say that none of the gas 
that would be backflowed on the west leg would come south 
of the Iowa border? A. Yes. 


2190 
Redirect Examination. 


By Mr. Case: 


Q. Mr. LoChiano, will you turn to page 1978 of the trans- 
cript? I refer to the first question and answer on that page, 
beginning at line three, and concluding at the end of line 
eight. 

I would like to have you compare that question and your 
answer to that, with the testimony that appears on page 
2033 of the transcript. I refer you to the question beginning 
at line one through your answer 12. Your testimony in this 
regard, on these two pages, seems to be—excuse me, I 
meant to include your answer which is on line 13 of page 
2033. 

I ask you to review that testimony and tell me if there 
is an inconsistency, and what is your actual view on that? 
A. Yes, there is. I apparently misunderstood the question 
on 1978. As I think I said here, and other places, the facili- 
ties south of Ogden have nothing to do with the exchange 
operation. 


2191 


By Mr. Seder: 


Q. Mr. LoChiano, you will require facilities south of 
Ogden for which no certificate application has been filed 
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in order to expand your facilities in order to provide 
the additional 224 million of additional requirements north 
of Ogden, plus the additional requirements south of Ogden 
making up the total of 385, 385 million per-day, isn’t that 
correct? A. Yes, I think I answered that. 

We needed additional facilities south of Ogden for our 
present market growth, as projected in our application, 
and we have not applied for those specifically. 


* * * e . a * . 
Recross Examination. 
By Mr. Shannon: 


Q. The other question is compared to my question. 

As I understand your position, Mr. LoChiano, it is the 
facilities south of Ogden, and the facilities north of Ogden, 
you assume, would have to put—would have to be put in 
to meet the increased requirements of Northern’s markets, 
which total 385 million, and 224 million north of Ogden, 


within the next five years, is that correct? That is correct, 
isn’t 


2192 
it, sir? A. Yes, sir. 

Q. It is only because you assume those facilities south 
of Ogden are going to be put in to serve the increased re- 
quirements—it is only because you assume they are going 
to be put in anyway, that you can change the statement that 
you don’t have to have facilities south of Ogden in order 
to carry out this exchange? A. No, that isn’t true. 

If we had no growth, or if the growth was 400 million, 
the facilities south of Ogden would be dictated on that sim- 
ple fact, no other, regardless of what the exchange volumes 
were. 

Again, the facilities south of Ogden have no relationship 
to exchange volumes. They are only tied into the market 
growth, there would be no facilities south of Ogden and 
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the exchange would carry on in the same manner with the 
same facilities North of Ogden. 

In other words, we don’t need facilities south of Ogden 
for this exchange. They are only for the volumes to our 
present customers. 


2193 
D. R. Seamonds 


was called as a witnes, and, after being first duly sworn, 
was examined and testified as follows: 


2195 
Cross-Examination. 
By Mr. Shannon: 


2201 


Q. Mr. Seamonds, do you have Exhibit 82 for identifica- 
tion before you? A. Yes, I do. 

Q. Was this document included in the market data which 
you furnished as part of the working papers in response 
to our Item Number 8 of our request? A. That is correct. 
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Q. Now, refer, if you will, to Exhibit 82 and Erie 
Mining Company—incidentally, this plant is at White 
Lakes, Minnesota, is it not? A. That is correct. 

Q. And is it correct that Northern received authority to 
deliver gas to Erie Mining Company’s plant at White Lakes 
in CP64-255, Phase I? A. That is correct. 

Q. You presently have, with Erie Mining, a contract de- 
mand of 5,500 Mcf per day, is that not correct? A. The 
contract with Erie Mining is presently 14,500 Mcf. This 
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customer commenced service August 13th of 1965, and 
having gone through 6 months, to the period of develop- 
ment, to establish the permanent contract, and on Feb- 
ruary 13th, 1966 they did commit for the firm full volume 
of 14,500. 

Q. Now, the contract provides for firm delivery, does 
it not? A. That is correct. 

Q. And it provides for a straight Mef rate of 42 and one- 
half cents? A. I’m not sure about the rate. I would say 
that that is correct. 

Q. Would you state for the record the minimum bill pro- 
visions so far as the customers concerned on your contract? 
A. I think that question should be addressed to Mr. 
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Sampson. He is certainly more familiar with the minimum 
clauses than I am. 

Q. Didn’t you furnish to Mr. LoChiano the loads north 
of Ogden which he should assume for design purposes of 
the facilities? A. Yes, I did. As a matter of fact, the 
volume for Erie Mining, as it appears on this sheet, was 
taken from their certificate application which they were 
responsible for developing the number. 

Q. They? A. Erie Mining Company. 

Q. Is it their certificate application A. You men- 
tioned earlier CP64-255, where Erie Mining was certificated. 
This volume that shows on this sheet comes from that 
application. 

Q. I misunderstood. You were certificated to sell here? 
A. That is right. 

Q. I see. 

But I should address any questions with respect to 
minimum take provisions to Mr. Sampson, is that correct? 
A. Yes. He negotiated those contracts, and I’m sure he 
is very familiar with all of the clauses involved. 
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Q. Now, Eveleth Taconite Company, and incidentally its 
plant is at Forbes, Minnesota, is it not? A. That is correct. 
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Q. Was Northern certificated to provide service for the 
first time for this plant in CP64-255, Phase I? A. That 
is correct. 

Q. Incidentally, this plant formerly carried the designa- 
tion Oglebay-Norton-Ford? A. That is correct. It has 
carried many names. 

Q. Now at the present time the contract demand at 
Eveleth is 5700 Mef, that is correct, is it not? A. That is 
the maximum range of the contract. I don’t believe this 
particular customer has gone through its six month’s allo- 
cation, or allowance, for its development. It came on a 
little later in 1965 than did Erie Mining. 

Q. Now, you have assumed, or estimated, that Eveleth 
will in effect double its plant as far as tonnage is concerned 
and double its MDQ by 1970, is that correct? A. Yes, 
according to the tabulation I assumed it would double in 
1970, and that the annual sales would also double as the 
information that we received from the estimated tonnage 
increase would oceur during 1970. 

Q. Just what—this is 1966—1970 is a few years ahead. 
Have you been advised by Eveleth that they have made 
a firm decision they are going to double the size of their 
plant, and double their contract demand in 1970? A. Ihave 
received no definite information from Eveleth to that re- 
gard. This was an assumption I made because I was 
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instructed to make a relatively conservative estimate of our 
market development through 1970-71 heating season. It is 
my opinion that this plant will double as the information 
that we have received in the form of additional tonnage 
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from that operating company, and in addition to that 
some announcements that were made in various papers 
throughout the country. 

Q. Do you know what the cost of this plant will be? 
How much construction cost is involved in doubling its 
tonnage from 1,600,000 to 3,200,000? A. No, sir, I do not. 

Q. I just want to—I don’t want to spend a lot of time 
on this, but I do want to find out, 1, the basis of the 
estimate that four years from now this plant will double 
in size, and, secondly, whether this is your estimate, or the 
purchaser’s estimate—the Customers’ estimate? A. The 
estimate of coftract demand and annuual sales is my 
estimate. The information related to estimated tonnage 
increase was either taken from an article from a newspaper 
or from discussions with the operating company. 

Q. Well, you got to the tonnage by assuming a doubling 
of the plant? A. No, the tonnage doubling was given to 
me. The assumption of contract and annual sales associated 
with that tonnage—I might point out in the case of the 
national plant, where all we had to work with was the 
initial tonnage, which we made an 
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estimate of a max range of 8400 Mef. Last week we signed 
with that customer with a contract of 8200 Mef, so this 
works out fairly satisfactorily. 

Q. Now refer to Hana. A. Which plant, sir? 

Q. You have Butler and you have National? A. Yes, 
sir. 

Q. Is the Butler Plant still under construction? A. Yes, 
sir. It is under construction, in CP64-255; its initial date 
of service was to be the fall of this year. 

Q. When do you expect it to be completed? A. I would 
say before the heating season starts, which would be the 
end of October. 
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Q. Then you would then have a contract demand of seven 
thousand Mef, for the Butler Plant, is that correct? A. 
The Butler Plant currently is taking construction gas at 
the rate of nine hundred Mef per day during the past heat- 
ing season, and we assume they will be ready and in- 
service before the heating season commences this fall. 

Q. You estimate this plant will double its capacity in 
1970-71 and double its contract demand. On what do you 
base that assumption? A. I just had to check to make 
sure this was included in the 1970-71 heating season, which 
it was. 

This again is on conversation by someone other than 
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myself with the operating companies, and information that 
we could find in announcements that were made in the 
papers. 

Q. Would Mr. Sampson know more about this? Does he 
normally have the contacts with large potential industrial 
customers? A. As I mentioned before, Mr. Sampson is 
involved with the original negotiation of the contracts 
with the customers. As far as expansions, I don’t know 
whether he keeps up with that or not. I’m sure he will 
have some knowledge of it, yes. But it was supplied to me 
by my supervsior who had been in contact with the operat- 
ing company for these various large taconite and iron ore 
beneficiation plants. 

Q. Now, in Jones and Laughlin you don’t indicate any 
sales, is that correct, until 1968-69? A. Right. That would 
be, as our information was given to us, the initial date 
that that plant would come into operation. 

Q. Has construction of this plant started? A. I don’t 
believe so. I know there has been some discussions between 
Northern and Jones and Laughlin relating to a potential 
contract with that customer. 


126 


(2208) 


Q. Has the location of the plant been selected? A. Yes. 
It will be located near Biwabik, Minnesota. 

Q. Now, Cleveland Cliffs Iron Company has a number 
of plants, and your presentation, or your data, indicates 
you 
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estimate the Empire Plant would increase its contract 
demand by 3500 Mcf a day in 1966-672 A. That is correct, 
and that 3500 Mef of contract demand was included in that 
application. 

Q. Do you have a contract covering the additional 3500 
which you estimate will come into effect in 1966-672 A. 
I don’t see that on the tabulation, 1966-67. Do you mean for 
the heating season of 1966-672 

Q. Yes. A. Yes. That was a part of the contract, that 
after their first year of operation they would increase 3500 
Mef in their second year. That was all presented in CP64 
255, Phase IT. 

Q. You also estimate another increase of 3500 Mef a 
day in the next year, two years later, 1968-69. Do you have 
& contract covering that increase? A. No, sir. 

Q. Now, at page seven of your testimony, you state you 
furnished Mr. LoChiano average week-day sales in J uly for 
the summer month design beyond Ogden. That is correct, 
is itnot? A. Yes, that is correct. 


2477 
H. M. Sampson 


was called as a witness, and, after being first duly sworn, 
was examined and testified as follows: 


2478 
Cross Examination. 
By Mr. Shannon: 


Q. Mr. Sampson, Mr. Seamonds, at transcript 2203, in 
dicated that any questions we might have with reference 
to the taconite loads should more properly be addressed 
to you because as vice president in charge of sales you 
actually negotiate these contracts. That is correct, is it not? 
A. That is correct. 

Q. Now, Exhibit 81 shows Mr. Seamonds took responsi- 
bility for gives a breakdown of the estimated sales of 


Northern for the year 1971, and it would appear from that 
exhibit that the estimated loads of the taconite plants con- 
stitute a substantial portion of the estimated increased re- 
quirements of Northern. 
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That is correct, is it not? A. Well, they constitute a por- 
tion of the increase. Whether it is substantial or not—— 

Q. Now Exhibit 82, which also was sponsored by Mr. 
Seamonds, gives us a breakdown of tonnages and contract 
demands and annual sales of the existing and proposed 
plants. I would like to ask you, Mr. Sampson, if you would 
indicate for the record whether these plants represent 
a substantial investment. Are we talking about a million 
dollars, fifty million dollars, a hundred million—just in 
round figures? A. You mean the investment in the pelletiz- 
ing plants themselves or Northern’s facilities? 
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Q. In the plants themselves. A. Very substantial. 

Q. Could you give us a round figure? A. In excess of 
a billion dollars. 

Q. There has been discussion on the record of this 
taconite industry, but there isn’t any explanation of just 
what is involved and without going into any detail, I would 
like to get on the record a brief explanation of what is 
involved. Now the high grade iron ore in the Mesabe 
Iron Range and the Upper Peninsula of Michigan became 
largely depleted, isn’t that correct, so there was occasion 
to go to low grade iron ore if it could be made usable? 
A. I wouldn’t say they became completely depleted, but 
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they became depleted to the extent that they were non- 
competitive with the higher grade, both domestic ores, 
but more particularly the foreign ores, the higher grade 
and by “higher grade,” I mean the higher iron content. 

Q. And then this beneficiation process was worked out 


under which lower grade iron ore could be mined and in 
these plants it would be crushed and in various processes 
then made into pellets which contain much higher iron ore 
content, is that right? A. That is correct. 

Q. And these pellets are then used to ship to the steel 
mills and used in the steel mills to increase the production 
of the steel mills, is that right? A. That is correct. 

Q. And it is correct, is it not, that this taconite in- 
dustry is an important adjunct to the steel industry? <A. 
Absolutely. 

Q. And very important from a national defense stand- 
point? A. Yes, I would think so. 

Q. Now referring to the Staff’s map, will you indicate 
the general location of the taconite plants, the first in the 
Mesabe Iron Range as we have been discussing—— A.It 
is a little hard to identify them, but I will identify them as 
best I can. 
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Q. Just the general location. I am not interested in 
the detail. A. Northern’s northermost facility on the map, 
which is Exhibit 58, is a T-shape or umbrella-shaped line 
extending from Itasca County, Minnesota, to the approxi- 
mate center of St. Louis County, Minnesota. 

The first plant that is what we call the Hanna Plant, 
Butler Brothers Plant, that is located at Cooley, Minne- 
sota, and Cooley, Minnesota would be toward the western 
end of that facility. It may be twenty miles from the 
westernmost extension. 

The second plant would be a Butler Brother Plant called 
the National Plant, and that is located at Keewatin, Minne- 
sota, and Keewatin, Minnesota would be just east of Cooley. 
I am not sure about the distance, but maybe ten miles— 
something of that nature. 

Q. Have you finished? A. No, there are a number of 
more plants. 


Q. They are in the same general vicinity, are they not? 
A. They extend from the western part of that line to 
Hoyt Lakes on the east where Erie Mining is contained. 

Q. Now it is correct, is it not, that your contracts with 
these taconite plants are direct sale contracts—in other 
words, although it is made to your People’s Division, it is 
actually a direct sale contract by Northern to the consumer? 
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A. That is right. 

Q. And you of course have to obtain certificate authoriza- 
tion in order to transport the gas to make the direct sales, 
but whether a particular plant receives any natural gas 
service from Northern and the price that Northern charges 
and the terms and conditions of the sale are all matters of 
negotiation between Northern and the plant operator, isn’t 
that correct? A. That is correct. 
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Q. How far is it fr referring to the 
Staff map, A. I will take 


Q. The Federal Power Commission published a notice of 
Great Lakes filing in CP65-171, et al., and N orthern filed a 
petition to intervene in that Proceeding, did it not? A. We 
did. 

Mr. Shannon: Mr. Examiner, I ask that there be marked 
for identification at this time & copy of a document, being 
petition of Northern Natural Gas Company for leave to 
intervene in Great Lakes Gas Transmission Company, 
Docket No. CP65-171, 
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and it has stamped on it January 29, 1965. 

Presiding Examiner: The petition will be marked Exhibit 
No. 84 for identification. 

(Whereupon, the document referred to above was marked 
for identification Exhibit No. 84.) 


By Mr. Shannon: 
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Q. There is no reference in this petition to any proposal 
or indication of any proposal by Northern to file a com- 
petitive application and is it correct for us to understand 
that at the time Northern filed this intervention it did not 
have any plan to file a competitive application? A. That is 
not correct. 

Q. The Federal Power Commission issued an order under 
date of—well, let me withdraw that. 

Midwestern Gas Transmission Company and Michigan 
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Wisconsin Pipe Line Company filed as a competitive pro- 
posal to Great Lakes in Docket Nos. CP65-349, et al., as far 
as Midwestern is concerned, and Dockets CP65-357, et al., 
as far as Michigan Wisconsin is concerned, is that not cor- 
rect, Mr.Sampson? A. I missed that question. May I have 
the question? 

Presiding Examiner: Would you read the question? 


(Question read.) 


The Witness: Yes, I think the record shows they filed 
competitive applications. 


By Mr. Shannon: 


Q. Under that proposal, referring to the map, if you 
will, Mr. Sampson, the competitive proposal of Midwestern 
and Michigan Wisconsin would have involved an expansion 
of Midwestern’s line from Emerson to Marshfield, Wis- 
consin, where the Canadian gas would be delivered to Michi- 
gan Wisconsin and Michigan Wisconsin, in turn, would 
have built a line from the Austin storage area over to 
Sarnia and delivered the Canadian gas by displacement 
on an exchange basis to Canada. That was the proposal; 
that is correct, is it not? A. That is my understanding. 

Q. Now the Federal Power Commission published a 
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notice of the filings of Midwestern and Michigan Wisconsin, 
which I just described and Specified a time for filing peti- 
tions to intervene. That is correct, is it not, Mr. Sampson, 
that 
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Northern did not intervene in either the Michigan Wis- 
consin or Midwestern applications I just described? A. 
I don’t know if they were on file long enough to intervene. 
I think we intervened in every proposal. 

Q. Well the records of the Commission will show what 
in fact oceurred. 

Now the Federal Power Commission issued an order 
on June 11, 1965, in which it stated—this is entitled “Great 
Lakes Gas Transmission Company, Midwestern Gas Trans- 
mission Company, and Michigen Wisconsin Pipe Line Com- 
pany, Dockets CP65-171, et al.—in which it stated, “Mo- 
tions filed after June 23, 1965, seeking consolidation of 
applications in instant proceeding will be denied except 
in extraordinary circumstances,” and then it went on to 
state “In no event will we consolidate any application in the 
instant proceeding which is filed after June 23, 1965 which 
seeks authority to serve some or all of the markets sought 
to be served by the instant application or as otherwise 
competitive with said applications.” 

Now Northern did not file any competitive proposal by 
the date of June 23, 1965, or indicate that it had any in- 
tention of filing such proposal. Is that not correct? 
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The Witness: We did not file any competitive applica- 
tion by that date, and we didn’t think it was necessary to 
indicate that we were going to file any competitive appli- 
cation, and we never thought that the application would 
stand. 
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By Mr. Shannon: 


Q. What do you mean by that, Mr. Sampson? A. I 
mean the same thing that Mr. Woods and Mr. Lynch 
meant when they testified in these proceedings, that in 
the case of the original Great Lakes applications they 
were deficient. We thought they were deficient, and Mr. 
Lynch 
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testified that he thought the competitive case filed by Mich- 
igan Wisconsin and Midwestern was deficient, and we 
thought they were deficient. 


Q. Now the Midwestern, Great Lakes and Michigan Wis- 
consin applications filed in this proceeding were filed in 
October of 1965. The Commission published a notice under 


which interventions were due November 22, 1965, and 
Northern filed a petition to intervene on November 22nd 
and since this is a part of this record, I am not proposing 
to put it in as an exhibit, but in that petition Northern 
indicated that it would file a competitive proposal which 
would require a comparative hearing and then would make 
its filing by December 30, 1965. That is correct, is it not? 
A. That is correct. 

Q. Would you explain the December 30th date? In other 
words, why did you not file it September 30th instead of 
filing it then or file it later? What was the reason for 
December 30th? A. The reason for the December 30th 
date was that we felt that it would take that amount of 
time to perfect an application that would meet all of the 
Federal Power Commission requirements, which, as you 
know, are very detailed, and since the application was 
timely filed, I don’t think there is any 


134 


(2508) 


2490 


magic about the December 30th date as against December 
29th or January 15th. 

That was the date that we felt we could put in an appli- 
cation and I might add that since that date we have 
changed no basic figures at all in those filings. 

Q. Before filing your competitive proposal, you didn’t 
approach Michigan Wisconsin to discuss it, did you? A. 
No, and I don’t think it is necessary. 

Q. Michigan Wisconsin is one of your large customers? 
A. That is right. 

Q. You didn’t approach Trans Canada to discuss your 
proposal either, did you? A. We did not. 
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Q. And Northern is the only source of Natural gas for 
taconite plants in the Mesabe Range, is that not correct? 
A. Yes, we have the contracts with all of the existing 
plants on the Mesabe Range to furnish initial natural gas. 
They do burn or there is some propane burned up there. 
There are no other natural gas companies that have any 
contracts that I know of. 

Q. And if the Great Lakes project is denied, Northern, 
so far as you are aware, will continue to be the only sup- 
plier of the Mesabe Iron Range, isn’t that correct? 
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A. I think we will continue to be the only supplier whether 
or not the Great Lakes project is certificated. As a matter 
of fact, there is no doubt in my mind. 

Q. On what do you base that statement? A. On the 
basis that we have long-term contracts with all existing 
and known taconite plants now. We have the right under 
those contracts to furnish the additional volumes. We have 
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the right to furnish any—to furnish the additional volumes 
of any other plants they build and our prices are more 
competitive. 

Q. Is it correct for us to understand that it is your 
position that if the Great Lakes project were to be built 
and provide an alternative source of supply for the taconite 
plants and those plants could not purchase gas from Great 
Lakes even if they wanted to? Is that your position? A. 
My position is we have contracts with those plants and we 
would abide by our commitments in the contracts and I 
would expect that another party, the other party would 
too. 

Q. Many—— A. When I say the other side, I mean the 
iron ore companies would too. 

Q. Many of these plants are proposed or estimated to 
be built and start gas service in 1970 and 1971 as I under- 
stand it from Mr. Seamonds. 
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Are you telling us you have the prior right to serve 
those plants that are not even definitely projected at this 
time? A. Yes. 


By Mr. Seder: 


s * * . 
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Q. Now, Mr. Sampson, you mentioned that all of your 
taconite sales are direct sales by Northern Natural Gas 
Company in answer to Mr. Shannon’s question? <A. At 
this moment in time, yes. 

Q. Now you referred earlier in your testimony to the 
fact that Michigan Gas and Electric Company is the domes- 
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tic or is the distribution company serving the market area 
where the 
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Cleveland Cliffs Plant is located, and I am going to read 
you one question and answer from the Upper Peninsula 
Case, transcript 1885 in that case, the testimony of Mr. 
Richard Sampson, who is vice president of Michigan Gas 
and Electric Company A. And no relation. 

Q. And no relation: 


“Question: Just one other question. Did you have any 
discussions with Northern Natural about your serving 
Cleveland Cliffs as the distributor rather than their mak- 
ing the sale directly to Cleveland Cliffs? 


“Answer: No, sir. When we first started negotiations 
with Northern, it was pretty well understood that Northern 
would be the—it was to their interest to serve CCI”—that 
is Cleveland Cliffs Iron—“and we did ask them if we could 
work out some arrangement whereby we would serve them, 
and they told us no, that they were reserving that customer 
as their customer, not ours. 


“Question: If you could make the two cents spread be- 
cween the price that Northern charges its People’s Divi- 
sion and its contract to Cleveland Cliffs, would you be 
interested in doing that?” 


Then Mr. Goldberg, Counsel for Michigan Gas and Elec- 
tric, said, “I think maybe that is a question for Mr. Rosen- 
thal, who is our policy witness.” 

Now do you recall that testimony? 
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A. You have refreshed my recollection, yes. 
Q. Now you referred earlier in your testimony to the 
Hana Mining Company’s plant at Coolee, Minnesota. Now 
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Coolee is in the area served by Iron Ranges Natural Gas 
Company, is it not? A. Yes. 

Q. And that is a customer of yours, a distribution com- 
pany customer? A. Yes. I think Coolee may be more in 
the area of Virgina, Minnesota, which happens to be a 
municipal operation but in general, yes. 

Q. And Iron Ranges attempted to compete with you for 
the sale to the Hana Mining Company Plant at that point, 
did they not? A. Not that I know of. 

Q. You don’t know that they submitted contracts to Hana 
Mining Company covering the sale? A. No. They might 
have had conversations with them, but I don’t believe they 
ever submitted a contract. 

Q. You don’t know, I take it, whether they did or didn’t? 
A. I think I would know if they did. 


Q. Now, Mr. Sampson, in answer to a question that Mr. 
Shannon put to you, you say that Northern Natural had 
the right under its contract to serve not only the increased 
requirements of present taconite plants but, as I understood 
your testimony, also to serve plants of those companies 
at other locations, some future locations? Do I understand 
you correctly? A. That is correct. 

Q. I don’t have a copy before me of your contracts in 
the Mesabe, but I do have a copy of your contract with 
Cleveland Cliffs which at page eight states as follows: 

“After initial natural gas service is commenced pursuant 
to this agreement, sellers shall have the prior right to 
supply any additional volumes of natural gas which buyers 
may require for any reason for each or all of the plant 
locations 
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specified in section 1 of this article, including, but not 
limited to, the expansion of the proceeding facilities at 
each or all of said plants,” and so on. 

Now is this the language that you are referring to? 
A. No, Mr. Seder. I should have been more specific. Mr. 
Shannon’s question, I thought he prefaced it with the re- 
mark that some of these plants won’t even be built until 
1970, and I had specifically in mind the plants on the 
Mesabe Iron Range which we were knowledgeable about, 
which have in effect been announced, and on which we 
have negotiated contracts, but that wouldn’t be built until 
1970. 

I didn’t have reference to the Cleveland Cliffs. I think 
from what you have read, I think that is right—we have 
the right to furnish the additional growth in some six 
existing plants, and I don’t think we have the right to 
furnish additional plants of Cleveland Cliffs at other loca- 
tions, one reason mainly of course is that Cleveland Cliffs 
is a managing partner, and I don’t know that they would be 
legally capable of committing future partners to buy gas 
from Northern or from anybody, for that matter. 


E. H. Holstead 


was called as a witness, and having been previously duly 
sworn, 
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was examined and testified further as follows: 
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Cross examination 


By Mr. O’Brien: 


Q. Mr. Holstead, has Great Lakes solicited or requested 
any bids or proposals for the construction of the so-called 
Phase I part of the Great Lakes application? That is the 
156 miles of 36-inch from Farwell to St. Clair? <A. It did 
solicit such bids. The call for bids was based on a start- 
ing date and a timing, which is now unrealistic in the light 
of the date. These bids were returned to the contractors, 
with the request—I mean with the advice that we would 
ask that this project be re-bid when a more realistic start- 
ing date had been determined, and the bids would be based 
on what then appeared to be the realistic conditions that 
would prevail. 

Q. Did the solicitation for bids also include a solicitation 
for the construction of the river crossing at St. Clair? A. 
It did. 

Q. Who sent these bids out, or the request for bids, Mr. 
Holstead? A. They went out over my signature. 

Q. If they went out over your signature— 
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A. Yes. 

Q. —to how many contractors did they go out, sir? 

Mr. Shannon: Mr. Examiner, I’m going to object, this 
is all irrelevant and immaterial. The bids were sent back 
because they were based upon a construction date which 
became unrealistic. Now we are talking, Mr. Examiner, 
here, we might as well get this out or. the table, about pro- 
curing bids on a competitive bidding basis. 

Now it is fundamental in that situation that bids that 
are received, and then returned, be kept confidential, be- 
cause you would impair the whole competitive bidding proc- 
ess if, knowing, that you are going to have future bids, it 
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became public what the particular details of the bids were. 

Presiding Examiner: So far we have only touched on 
the fact the bids were requested. 

Mr. Shannon: I didn’t object to that question. He was 
entitled to establish the fact that the bids were returned, and 
that they are going to be re-submitted for bid. But any 
further detail is immaterial and irrelevant, and I object to 
it. 

Mr. O’Brien: Well, Mr. Examiner, I think Mr. Holstead 
has definitely stated that the bids were rejected. In other 
words, they were sent back. I fail to see how they are 
confidential in that regard. 

Mr. Ross: I don’t think he said reject; he said they were 
returned. 
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Presiding Examiner: Let’s not argue. His testimony 
is in the record, whatever he said. 
Mr. O’Brien: In any event, Mr. Examiner, one of the 


most important issues raised in this case is the cost of con- 
struction. Mr. Holstead in his answering testimony today 
has gone to great lengths by taking factors of Northern 
Natural Gas Company and attempted to reduce the con- 
struction cost of the Great Lakes project. And certainly 
if there is anything that is important in this case, it is the 
cost of gas. And that cost of gas is related to the con- 
struction costs. And it is the consumer over in Canada, 
and the consumer in Michigan that is going to buy gas 
from Michigan Consolidated, who is vitally interested in 
what these costs are. I think we have every right to probe 
this. 

Presiding Examiner: You may proceed. 

Mr. O’Brien: Thank you, sir. 

By Mr. O’Brien: 

Q. I don’t quite remember whether there was a question 

on the record or not. 
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Presiding Examiner: Why don’t you rephrase the 
question? 


By Mr. O’Brien: 


Q. How many contractors received these solicitations, 
Mr. Holstead? A. I don’t recall exactly, something over a 
dozen. 

Q. And would that be inclusive of the ones for the con- 
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struction of the river crossing? The 12 would include the 
construction of the river crossing? A. Please, I’m guess- 
ing 12, I don’t remember the number. But I say it was 
likely something above 12. 

Some contractors, who we felt were qualified to do both 
pipe-laying and river work, were asked to bid on both. 
Others bid on one or the other. 

Q. And I believe, sir, you testified that the bids were 
returned to you? 

Mr. Ross: Were what? 

The Witness: No, I said they were returned to the 
contractors. 

By Mr. O’Brien: 

Q. Excuse me, sir. You sent out a solicitation for bids? 
A. Yes. 

Q. To somewhere in the neighborhood of 12 contractors? 
A. That is right. 

Q. To whom did they return their bids? A. Oh, I’m 
sorry. They were addressed to me. 


Q. Mr. Holstead, when these bids were sent out, I as- 
sume they included specifications for the construction of 
the so-called Phase I of the project? A. Yes, sir. 

Q. They did? 
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A. Yes, sir. 

Q. Do you have copies of those specifications, Mr. Hol- 
stead? A. I haven’t any with me, no, sir. 

Q. Can you make them available to us, sir? 

Mr. Ross: If Your Honor please, I think we have to 
pause and consider very carefully this question. Mr. Hol- 
stead said that they did obtain bids, that the bids they felt 
could not be considered because of the delays in time. They 
returned the bids to the contractors, saying that they 
would at a later date ask for more bids. N ow, if all those 
bids are made public, and each of those contractor’s bids is 
available to each of the other contractors, there is no tell- 
ing what cost it would be to this project when the bids are 
finally submitted. 

Mr. Shannon: Mr. Examiner, I would like to point out, 
too,—— 

Presiding Examiner: I’m inclined to agree with Mr. 
Ross. I don’t want to go off on a rabbit chase of specifica- 
tions, which are no longer the governing factor in this 
proceeding, because this obviously is a bid which is down 
the road here, and there is no assurance or indication that 
whatever this bid was is going to be applicable at some 
date in the future. 

Now this is all a matter of degree, and I just want to 
make sure we are not going to spend a great deal of time 
on 
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matters which have been obsoleted by the passage of time. 
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2644 
By Mr. O’Brien: 

Q. Mr. Holstead, you testified that the bids that you 
received from the some 12 or so contractors were returned 
by you, is that correct, sir? A. Correct. 

Mr. Shannon: Objection, your Honor, we covered this 
subject. 

Mr. O’Brien: It is a preliminary question, Mr. Shannon. 
Mal I conduct my own cross-examination? 

Mr. Shannon: I object, your Honor, the subject is closed. 
Your Honor has ruled we have wasted enough time on it. 


2645 
Presiding Examiner: Go ahead, Mr. O’Brien. 
By Mr. O’Brien: 


Q. On what date were those returned, Mr. Holstead? 
Mr. Shannon: Objection. 


Presiding Examiner: Objection overruled. 


By Mr. O’Brien: 

Q. I will repeat the question. On what date were they 
returned to the contractors? A.I don’t remember. I don’t 
have the copy of the letter handy. I can of course find this 
out for you. 

Q. Were they before June 1? A. I don’t remember. 

Q. Was it on June 2? A. I don’t remember. 

Mr. Ross: The witness said he didn’t remember, your 
Honor. 

Presiding Examiner: He is trying to refresh his recol- 
lection. Let’s not waste any more time. You may proceed, 
Mr. O’Brien. 

By Mr. O’Brien: 

Q. Mr. Holstead, at Exhibit 89-C, there is a letter from 

the H. CO. Price Company, relating to bids. It is dated 
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June 2. Would you recall whether or not your return of the 
bids from Mr. Price, for example, were returned on June 2? 
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A. No, sir, I don’t recall. 

Q. Mr. Holstead, are you aware of the fact that on 
Wednesday, May 25, that the Northern Companies re- 
quested of your counsel, Mr. Bradford Ross, copies of all 
solicitation for bids to construct the so-called Phase 1 por- 
tion of the Great Lakes project, including the river crossing 
under the St. Clair River, copies of all bids received by 
Great Lakes, whether acceptable or not, and all corre- 
spondence relating to these bids? Were you aware of that, 
sir? A. I was aware there had been a request from 
Northern to Mr. Ross, for any bids received. 

Now, I was not aware of the completeness of your request. 

Q. Was this request made by Northern Natural Gas Com- 
pany prior to the time you returned the bids to the con- 
tractors? A. I don’t know. I don’t know when your re- 


quest was made of Mr. Ross. 

Q. Our request of Mr. Ross was made on Wednesday, 
May 25, 1966. A. I don’t recall—as I said before, I don’t 
recall when the bids were returned to the contractors, but 
I believe it was later than that. 

Q. Later than May 25, sir? A. Yes. But I do not 
remember. 
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If I may add something. The fact that Northern did or 
did not request the bids would have absolutely no bearing 
on whether or not we felt we should return the bids to 
the contractor, because they were predicated on an un- 
realistic starting date. 

Q. But they would have a bearing on whether or not 
they were supplied to Northern Natural Gas Company, 
wouldn’t they, sir? 
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Mr. Shannon: I object to that Mr. Examiner. Unac- 
cepted bid is incompetent. The Commission has announced 
in December, it issued a press release they were instituting 
and directing their Staff, a task force, to conduct an in- 
vestigation of the procurement policies of companies sub- 
ject to their jurisdiction, including primarily the question 
of competitive bidding. 

Now iti s inherent in competitive bidding that the people 
who bid, bid blindly. In other words, A doesn’t know— 

Mr. O’Brien: Without specifications. 

Mr. Shannon: Mr. O’Brien— 

Presiding Examiner: All right, go ahead. 

Mr. Shannon: When A submits his bid he can’t be in 
position of knowing what B is bidding or C is bidding, 
otherwise you destroy the whole basis of competitive 
bidding. And so when you receive bids and they are re- 
turned, you don’t give out information as to what bids 
you received, 

2648 
because, particularly when you are going to go back and 
solicit competitive bids again, because you destroy the whole 
purpose of competitive bidding. 

Mr. O’Brien: Mr. Examiner, first of all we are not 
trying the Commission’s investigation of procurement 
policies of natural gas companies. What we are trying 
here is what is their project and what is the cost of their 
project, and it is very important, it is probably the most 
important thing in here, and it is important to the Ca- 
nadian consumer and important to the American consumer, 
because they have got to pick up the bill. 

Presiding Examiner: Mr. O’Brien, let’s proceed with the 
cross-examination. 


By Mr. O’Brien: 
Q. It is a fact, though, is it not, Mr. Holstead, Northern 
was not supplied with the information that they requested? 
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A. So far as I know they certainly were not supplied with 
copies of the bids, 

Q. But you were aware of the request? 

Mr. Ross: The witness already testified. 

The Witness: I have been informed such a request has 
been made. 

Mr. O’Brien: Mr. Ross, may I ask you, sir, perhaps you 
know, since the request was directed to you: Were the bids 
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returned to the contractor before or after Northern’s 
request? 

Mr. Ross: Of course I am not a witness, and I am not 
under oath, but I would like to state— 

Mr. O’Brien: I trust your honesty, Mr. Ross. 

Mr. Ross: I would like to state for the record I received 
the request from Mr. Case that he would like to have any 
outstanding bids and correspondence and so forth with 
regard thereto. I passed that word along to the company. 

Mr. O’Brien: To whom, Mr. Holstead? 

Mr. Ross: I am not sure who I got it to, but they got the 
word. 

Now, Mr. Case and I both left on trips about that time, 
and the next thing I heard was just what the witness has 
testified here to. So I can not elaborate at all. I have no 
personal knowledge of any of this. 

Does that answer your question? 

Presiding Examiner: Let’s proceed. 

Mr. Ross: I know nothing farther than what the witness 
said. 

Presiding Examiner: Let’s proceed with the examina- 
tion of this witness. 

Mr. Shannon: That is an improper request. 

Presiding Examiner: Mr. Shannon. 


By Mr. O’Brien: 
Q. Are you aware of the fact, sir, on June 6 Northern 
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was advised by Mr. Ross there were no bids? A. No, sir. 

Q. Then you did not communicate to Mr. Ross the in- 
formation that there were no bids? 

Mr. Shannon: Oh, Mr. Examiner. 

Presiding Examiner: Please, everybody is so belligerent 
this morning. Let’s calm down now. 

Mr. Ross: We are getting down to a lot of minute details. 
My understanding was Mr. Case called in my absence and 
talked to Mr. Shannon. What difference does it make? 

Presiding Examiner: I think the record is clear as to the 
information that was supplied to you. Now let’s proceed. 

Mr. O’Brien: The information that was not supplied, 
your Honor. 

Presiding Examiner: The information that was not sup- 
plied. Now let’s go ahead. 


By Mr. O’Brien: 


Q. Mr. Holstead, do you recall the prices, the costs per 
foot, of construction that are contained in the bids that 
you rejected and sent back? 

Mr. Ross: I object to this. This is getting into the same 
thing your Honor ruled on. 

Presiding Examiner: I am going to sustain the objec- 
tion at this point. 


2651 
By Mr. O’Brien: 


Q. Were they higher or lower than your estimate con- 
tained in your application? 

Mr. Ross: If your Honor please, I object. 

Presiding Examiner: The same ruling. 

Mr. O’Brien: Mr. Examiner, may we take the recess at 
this moment? 

Presiding Examiner: All right— 
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Mr. O’Brien: It will materially shorten my cross-exami- 
nation. 
Presiding Examiner: We will take a ten minute recess. 


(Whereupon, at 11:02 a.m. the hearing was recessed until 
11:12 a.m.) 


Presiding Examiner: May we come to order, please? 

Mr. O’Brien. 

Mr. O’Brien: Mr. Examiner, just so the record is clear, 
and just so you understand precisely what we have been 
attempting to do this morning, I would like to take just a 
fed seconds and explain to you the background of this. 

As I have stated earlier, on Wednesday May 25, the 
Northern Companies called Mr. Ross and we requested of 
Mr. Ross copies of all solicitations for bids to construct 
the so-called Phase 1 portion of the Great Lakes project, 
including the river crossing under the St. Clair River. 
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Copies of all bids received by Great Lakes, whether ac- 
ceptable or not, and all correspondence relating to these 
bids. 

It was made perfectly clear to Mr. Ross the reason we 
wanted this information was for preparation to help us in 
the preparation of our case. 

Had that material been supplied to us as requested— 
and Mr. Holstead admitted there were bids—that material 
would have been in this record at this time as a part of 
our answering case to the extent required. 

Now, not only did we ask for that, by each day there- 
after, on Thursday May 26, on Friday May 27, two phone 
calls, on Tuesday, May 31,, another phone call, and all of 
these to Mr. Ross, each one eliciting the information Mr. 
Ross was unavailable, we couldn’t get hold of him. The 
office didn’t know where he was. We called Mr. Shannon 
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and explained we couldn’t contact Mr. Ross, and asked him 
to give us the information. 

On June 6, the date our testimony was filed, we were 
advised by Mr. Ross he was advised there were no bids, 
and consequently they could not be made available to us. 
Now this is the reason we have been going on this. We 
have asked for this material, and it would have been a 
part of our answering case had they agreed with our re- 
quest. Now I recognize earlier in this case you said 
matters of working 
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papers should be decided off the record. We attempted to 
follow exactly what you said. We made this request. We 
made a timely request. 

On Wednesday, May 25, you will recall that the hearing 
ended on May 19, we had to file our answering case on June 
6, and for each day thereafter we attempted to pursue it. 
We told the Great Lakes people, we told Mr. Ross, that we 
would be willing to send our personnel to any place in the 
United States where that material was available. 

Presiding Examiner: How would this be a part of your 
answering case? 

Mr. O’Brien: If we had had the material, if we had had 
these bids, if we had had these specifications, then we could 
have determined from the bids, and from the specifications, 
just exactly where and how they differed from the proposal, 
the estimates, that Great Lakes has submitted in this record. 
And additionally— 

Presiding Examiner: I have already requested and di- 
rected Great Lakes to furnish you with the specifications. 
There is no problem there. 

Mr. Ross: I don’t see any reason to prolong it. We are 
going to give him the specifications. 

Mr. O’Brien: All right, Mr. Examiner, let’s understand 
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what it is we are going to get. If my understanding is 
correct, you have directed Great Lakes, one, to provide the 
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specifications that were sent out with the request for bids. 
And in those specifications we are particularly interested 
in how much footage of each type of construction—that is 
Type A, B and C—by location, by wall thickness. That is 
what we are primarily interested in, and we want that in- 
cluded as a part of the material they will supply for the 
specifications, and that is to be supplied for the record? 

Presiding Examiner: Yes. 

Mr. O’Brien: And in addition to that, we want copies of 
the purchase orders from the steel mill, and that material 
will be supplied for the record? 

Presiding Examiner: Great Lakes’ purchase orders, 
right. 

Mr. O’Brien: Great Lakes purchase orders. And they 
will be supplied for the record. 

Presiding Examiner: Right. 

Mr. Seder: Mr. Examiner— 

Presiding Examiner: But that is all, Mr. O’Brien. Let’s 
proceed. 

Mr. Seder: I was one of the counsel who was present in 
Detroit— 

Presiding Examiner: Gentlemen, I don’t want to argue 
about whose understanding is correct. 

Mr. Seder: No. There is an implication on the record 


2655 
here that must be straightened out. The Great Lakes 
people, that is the Trans-Canada and American Natural 
group who together make up Great Lakes were in Detroit. 
I was present when this request was telephoned from Mr. 
Ross’s office. There was never any question in anyone’s 
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mind about turning those bids over to Northern Natural 
from the very first. 

As Mr. Shannon and Mr. Ross have pointed out, we 
wouldn’t have given them to them no matter what. So far 
as being a part of the record, it wouldn’t have been. It 
was subsequent that that they were returned, for entirely 
unrelated purposes— 

Presiding Examiner: I would like to sum this up. Great 
Lakes is furnishing Northern with the detailed specifica- 
tions. They are not furnishing, and I am not directing 
that they furnish the bids submitted by contractors who are 
not here, and who are not available to testify et cetera, 
et cetera, and the bids presumably having been submitted 
in accordance with business practices, and such bids which 
may be requested from a very great variety of bidders. 

Now, let’s proceed. 
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Q. So that what you are telling me now is the Exhibit 89A, 
which you have sponsored for the purpose of quota ‘‘Great 
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Lakes directly comparable to Transportation Company,’’ 
is not a realistic exhibit, isn’t that correct? 

Mr. Ross: Where is the quote from? 

Mr. Lewnes: On page one of his testimony. 

Mr. Ross: For the purposes of comparison? 

Mr. Lewnes: Various adjustments are then made to make 
Great Lakes comparable to Transportation Company. 


By Mr. Lewnes: 


Q. My question is: Isn’t it a fact now Exhibit 89A is 
not a realistic Exhibit? A. Well, sir, I think I have to say, 
it is a valid comparison. It, in my mind, does not represent 
a realistic estimate of the cost. 
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Q. All right. 

You say it is a valid comparison. You have attempted to 
show a comparability between the Great Lakes project and 
Transportation Company, from the standpoint of cost, isn’t 
that correct? A. Yes, sir. Basically, there are certain 
elements of this cost estimate which are subject to judg- 
ment and choice. There are certain direct costs which are 
not subject to judgment and choice. We have accepted the 
Northern direct cost. We have altered the Great Lakes 
direct cost, where it is subject to choice, and we have applied 
the same factor in these things which represent judgment. 
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Q. All right. It just so happens where you made the 
choice, in every instance where you made a choice as to 
whether you would use Northern’s costs or Great Lakes’ 
costs, where you have used Northern’s costs, in each in- 
stance those costs were costs less than the ones that Great 
Lakes had utilized? 

Mr. Ross: I object to the question. You say, as a matter 
of choice. He says he has certainly made these adjust- 
ments to put them on a comparable basis. We didn’t make 
any choice. 

Presiding Examiner: This is a preliminary statement to 
the question. 

Mr. Ross: I see. 


By Mr. Lewnes: 


Q. Do you have the question? <A. Yes, sir, I have the 
question. The answer is, it works out this way, yes, sir. 

Q. All right. A. Because Northern used a lower per- 
centage in these areas which are subject to judgment than 
did Great Lakes. 

Q. Why is it that you proceeded to present an exhibit, 
or construct an exhibit, which you now have admitted con- 
tains invalid assumptions, rather than have taken North- 
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ern’s exhibit and applied to it those valid factors, or those 
factors which you think are valid, and thereby show what 
you felt to be a more realistic cost related to Northern’s 
project? A. Well, sir, I will have to answer that in a 
couple of 
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parts, if I may. 

Q. Take your time. A. I hope you will forgive me taking 
issue with your first statement. 

I don’t believe we have made an invalid assumption. We 
have not made an assumption at all. We have simply 
brought these things for the purpose of comparison to a 
comparable level. 

Now, we could arrive at basically the same type of com- 
parison by increasing the Northern cost to the percentages 
and factors used by Great Lakes. But since the X-65, and 
the internal coating is subject to choice, and requires a 
revision of the direct cost, it seems more logical to me that 
we should adjust the direct costs on which we have full 
detail, rather than to attempt to go into Northern’s esti- 
mate and adjust a direct cost. 

This is not an attempt to set an estimated cost, or an 
estimated cost of service. 

The allegation has been made that the Northern Trans- 
portation project could be built for twenty-five million 
dollars less, or twenty-six million dollars less than the 
Great Lakes project. And that from this flows certain 
benefits to Canadian users. 

We are simply saying that if you put on a comparable 
basis those elements which are subject to judgment, that in 
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our opinion, or I think we have shown conclusively that 
the difference between the cost of Northern Transportation 
Company, ignoring the cost to Northern Natural, the dif- 
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ference between the cost of Northern Transportation and 
Great Lakes is not in truth twenty-six million dollars, it is 
more in the order of fifteen million dollars. 

Then, Mr. Lynch has gone further to state that, with 
what we consider to be a proper allocation— 

Q. Don’t put Mr. Lynch— 

Presiding Examiner: It is quite clear what Great Lakes 
has done. The evaluation is something else. 

Mr. Lewnes: I don’t know if it is that clear, Your 
Honor, I want to make it perfectly clear so we don’t have 
to go through this in a brief. 


By Mr. Lewnes: 


Q. Summing it up, what you are saying, Mr. Holstead, 
is that Exhibit 89A certainly does not reflect the costs 
Great Lakes estimates it will incur in the construction of 
its project? A. No, sir, it does not. It simply estimates the 
difference in costs between its project and the Northern 


Transportation project. 


~ 


Presiding Examiner: I’m going to grant the motion for 
the striking of the up-dating of the market requirements, 
because it seems to me once I open that door, there is no 
terminal 
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point. We are going to have to compare the markets as 
they have been presented. 

However, I’m still denying the motion to strike the Mich- 
Con proposals in the Southern Peninsula because I do 
think they are relevant on the issue of the benefits and 
detriments of the comparative proposals to Mich-Con. 

Mr. Lewnes: The testimony beginning on page four, the 
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second answer of Exhibit 90, running through the first full 
answer on page 5. 


* * * 


Karl E. Schmidt 


resumed the witness stand and having been previously 
duly sworn, was examined and testified as follows: 


* * * * * * * * * 


2707 
Cross Examination (Continued). 
By Mr. LeBuhn: 


Q. Refer to Exhibit 90B, on sheet 4. Here you are com- 
paring facilities cost with and without Great Lakes, is that 
correct, of the Mich-Con system? This is a facilities cost 
comparison, is it not? In other words, you have not included 
anywhere the cost of purchased gas? A. It is a facility 
cost comparison. 

Q. Facility cost comparison. But to determine the true 
comparison or complete comparison between the purchase 
of gas from Great Lakes with the purchase of gas from 
domestic sources, you would have to include the cost of 
purchased gas, would you not? A. I think that is right. 

Q. What is Mich-Con’s average cost of purchased gas? 


A. I don’t know exactly, but I think it is slightly less 
than 38c. I’m not too sure about that. That is its rolled-in 
cost from all sources. 

Q. What is Great Lakes proposing to sell gas to you at 
this time, at what price? A. Initially at 41-plus. 


2733 
Charles G. Daley 


was recalled as a witness, and having been previously sworn, 
was examined and testified further as follows: 


* * * ° * * * * 
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Q. Well, let me ask you this, then. 

As far as that second paragraph, the second full para- 
graph, you state, and I am paraphrasing it, I believe, that 
you took—you computed the Mcf miles for transporting 
gas to Northern’s customers, other than Transportation 
Company, to Northern’s system as though the gas was 
moving up from the south, and then you added to these the 
total Mcf miles, the Mcf miles for the transporting com- 
pany services, computed from the point of receipt of the gas 
from Transportation Company. 

Aren’t you sort of doubling up here? In other words, 


you compute costs going up one way, and then you come 
down the same line from the north and compute costs and 
add them both together? A. There isn’t any doubt about it. 
That is exactly what I intended to do. 

Q. Then you use these to determine the average cost per 
Mcf mile on Northern’s system? 
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A. That is right. Under this concept, you have gas flow- 
ing north, you assume gas flowing north through the sec- 
tion of the line between Sandstone and Ogden at the same 
time you assume it flows south. This is just what North- 
ern’s witness and the Staff witnesses did in the Trans- 
western case, involving Northern Natural’s Kermit-Beaver 
line. 

Q. Irrespective of whether they did that or not, that 
would be a matter of record whether they did. Isn’t that 
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a physical impossibility? A. Oh, yes. It doesn’t physically 
happen. This is a physical impossibility, but it is some- 
thing that might well be urged in the future as a method of 
costing. That is the point here. 


2794 
Norman F. Blundell 


was called as a witness, and after being first duly sworn, 
was examined and testified as follows: 


° . . * ° * * 
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Cross Examination. 
By Mr. Lewnes: 
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Q. Now, what about this river crossing? You indicated 
that you went over and took a look at it. Could you give 
me @ little more detail as to how you arrived at your esti- 
mates on the river crossings? A. Of course the major one 
and the most costly one is the straits of Mackinaw. It is 
a major river crossing in any sense of the word. I had the 
complete breakdown as reported by Lakehead to the Inter- 
state Commerce Commission to whom they are required 
to report. 

I particularly wanted to get that information for the 
profile which they showed in that report, indicating the 
amount of dredging they had and required. I did not have 
the specifications anywhere shown in the original exhibit 
as filed in here on exactly the type of specifications they 
would call on for the Great Lakes system, but I assumed 
in this instance it would be similar to the Lakehead sys- 
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tem because it paralleled it within a quarter of a mile of 
the same locality. 

We estimated, and I had two Separate river crossing 
specialists come up and look at the site with me, separately. 
One did not know the other one was looking at it. I gave 
them the profile, as used by the Lakehead system, and told 
them that I wanted to compute the crossing based on that 
profile as the best evidence of what was there. 
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They individually gave me their estimate of it. I person- 
ally had analyzed it, and I felt—and analyzed the cost of 
the original line there, and I felt that it probably was ex- 
cessive in that it had been built in a time—the original 
Lakehead line had been built in a time when there was 
much less experience in this type of offshore construction, 
and in analyzing it, I thought their costs were a little high 
for the size pipeline they had. 

As a result my estimate is less than Lakehead’s estimate, 
although though the Lakehead people told me they felt if 
they laid another line there it was going to cost them more. 
But I personally couldn’t justify the two quotations which 
I received for the labor construction only were surprisingly 
close to each other, and they justified my estimate. We 
added the material cost to it and we came up with the 
number which I have shown. 

When I say “we,” I say our group added the material 
cost to the costs. 

Presiding Examiner: How does your number compare 
with Great Lakes’ on the total situation? 

The Witness: Mine is higher than Great Lakes’, and 
somewhat less than the original Lakehead crossing. 
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Whereupon, 
David R. Williams, Jr. 
was recalled as a witness, and having been previously 
Sworn, was examined and testified further as follows: 


2858 
Cross-Examination. 
By Mr. Case: 


2863 
Q. Now, Mr. Williams, does Williams Brothers maintain 
@ gas pipeline construction crew, organization and equip- 
ment in the United States at this time? A. We have per- 
sonnel at this time. We are not presently engaged in pipe- 
line construction of gas pipelines 
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at the moment on any current project. This is not a policy 
decision. It is due to what has been an over-capacity in 
the domestic operations, and an under-capacity in foreign 
operations. 

Q. Do I understand you to mean that there are a number 
of contractors engaged in gas pipeline construction, that 
they are plentiful in the United States, and are scarce out- 
side of the United States? A. That is correct. 

Q. Because of this relationship, Williams Brothers is cur- 
rently devoting its efforts to construction outside the United 
States? A. It is just a trend that has occurred in the last 
several years. 

Q. So that at the moment if you were—if Williams 
Brothers were to engage in a major pipeline construction 
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activity, it would have to organize and develop its person- 
nel, and also obtain the construction equipment and the 
labor that would be required to engage in such a major 
construction work, is that right? A.No. We have approxi- 
mately a dozen fully organized crews of personnel. 

Q. In the United States? A. I didn’t say that, sir. In 
total we have approximately a dozen fully organized crews 
who are capable of laying large-diameter pipe as well-as 
doing marine 
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construction. They do not happen at the moment to be 
engaged in the United States. 

It would be true we would have to mobilize some equip- 
ment. 


Q. And that equipment would have to either be acquired 
or moved into the United States in order to perform the 
work? A. We are constantly acquiring equipment every 
year, sir. 

Q. Well, would you organize a major crew and assemble 
the necessary equipment for just one job in the United 
States? A. It would depend upon how large that job were. 

Q. Now, in making the estimate of Williams Brothers, 
Williams Brothers Construction Division employed Wil- 
liams Brother’s experience, isn’t that a fact? A. That is 
correct. 

Q. They adopt various categories of terrain classifica- 
tions, based on their experience, and they also have a 
knowledge of their own experience in laying pipelines 
through specific types of terrain, and when they make an 
estimate they are using both their experience, in terms of 
types of terrain that they have experienced, and actual 
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costs in laying pipelines, is that correct? A. Among other 
things that is correct. We also believe that a detailed de- 
velopment of men, materials and equipment is required, 
specifically for each estimate broken down into appropriate 
sections, so that the background of knowledge and exper- 
ience is a judgment factor that is applied to this. 

Q. But in determining costs, it is Williams Brothers’ 
experience on which Williams Brothers relies in making an 
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estimate, isn’t that correct? A. I think that is true, of any 
discipline, that you rely upon your experience. I think to 
restate it again, it is most important that a detailed de- 
velopment of each estimate be made by developing, as I 
said, the detailed requirements and applying it to the 
rates of progress estimated in section by section over the 
terrain involved. And that no generalities of judgments 
are valid unless applied to one of these types of estimates. 

Q. Now, are you familiar with the term scoping of a 
pipeline, or scoping in preparation of an estimate? Is that 
a familiar term to you? A. I’m not familiar with this 
term. 

Q. You have never experienced that term in your exper- 
jence with Williams Brothers in both pipeline construction 
and in preparing cost estimates? A. I don’t believe that 
we have come across this term. 

Q. It is a fact, though, that in preparing cost estimates 
you do classify different kinds of terrain, do you not? 
A. Of course we classify it in making our field notes, but 
I think it is very deceptive, whatever this scoping means, 
I believe it is very deceptive to apply general costs to cer- 
tain types of terrain for state-wide areas, and averaging 
those out on a weighted basis to come up with an estimate. 
I think this can be dangerous, in that an experienced con- 
tractor would 
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not want to rely upon this kind of an estimate. 

Q. I’m just trying to get what Williams Brothers does, 
Mr. Williams. 

Mr. Shannon: They don’t scope. 

Presiding Examiner: Please. Proceed with your interro- 
gation, Mr. Case. 


By Mr. Case: 


Q. In preparing an estimate, you have certain terminol- 
ogy. You have the terminology such as swamp territory, 
do you not? A. Yes, that is correct. 

Q. And you have a territory such as a classification such 
as level land, do you not? A. Well, not specifically, but 
I would agree in general with that. 

Q. Well—— _ A. We have field notes which describe the 
terrain and relate it to requirements. The reason I’m tak- 
ing an exception to this, Mr. Case, is that we do not go by 
the categories of which I think you are referring. We try 
to relate the men and equipment and material require- 
ments, as I said, to the terrain itself. In that way we de- 
velop an estimate. We may use some of these rules of 
thumb or judgment factors from a large volume of exper- 
ience in the particular area. 

Q. How many different types of terrain are described 
in Exhibit 104B? 
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A. I think you can see for yourself there is a description 
of the type of terrain. And simultaneously with this, the 
experienced personnel who have been responsible for con- 
struction of this type have been involved in making a de- 
tailed development of the requirements of this construction 
related specifically to this terrain, section by section, and 
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the categories or generalities to which you refer are judg- 
ment factors which may be employed from experience. 

Q. I have just thumbed through three or four pages of 
Exhibit 104B, and I find anywhere in the neighborhood of 
five to ten different classifications of terrain. 

Now, to apply—does Williams Brothers believe that 
each of these different classifications of terrain might 
cause some variation in cost per-foot of laying pipeline? 
A. Mr. Case, these are summary sheets, which summarize 
some thirty to forty notebooks of field notes. These do 
identify items as a reminder to the estimating team, to 
give consideration to certain terrain features. 

However, most of the people involved in this estimating 
have actually built pipelines in the specific area. 

Q. Mr. Culvern said he looked at a one hundred mile 
section and determined a crew, and then estimated the 
average rate of progress for a one hundred mile section. 
A. Together with all of the necessary equipment and men 


and materials to cope with all of the features, physical 
features 
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encountered in that section. The one hundred miles is 
designated purely as the development of a spread. 

Q. Now, no unit costs were applied to each separate 
classification of terrain, is that my understanding? A. 
Do you mean, assume costs by classifications for different 
areas? 

Q. I mean assuming a unit cost for each separate classi- 
fication of terrain that you show on the field reconnais- 
sance data submitted in 104B. A. We don’t go by as- 
sumed costs, by categories. 

Q. Well, experienced costs in each category? A. As I 
said before, sir, we have experience factors which we apply, 
and by which we carefully review these things, but these— 
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Q. These experience factors are related to the classifi- 
cations of terrain? A. We don’t have classification cate- 
gories of costs that can be used in the manner of assuming 
certain costs for certain categories of work for certain 
states, and then making a composite estimate on a statis- 
tical basis in the manner in which you suggest. 

Q. Well, in that event then wouldn’t you say in view of 
the way Williams Brothers prepared the cost estimate, 
wouudn’t it be the best way to compare two estimates, to 
compare the total overall costs, rather than on a unit basis? 
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A. I don’t believe I understand if you are referring to the 
the accuracy of estimates. 

Q. I am talking about preparing estimates. A. I don’t 
know if the total is any better than the sum of the parts. 

Q. But as I understand it, Williams Brothers does not 
use unit factors, or unit cost factors, for different classi- 
fications of terrain? A. In addition to these field notes, we 
have also spread development and rates of progress and 
other development of the material and labor costs which 
we use as part of the detailed estimate. There is a great 
volume of work which goes into making an estimate of this 
sort. And I don’t believe that it can be simplified to the 
extent of using some assumed costs. 

Q. Well, you are saying Williams Brothers’ cost estimate 
in this record is peculiar? I mean, the basis of its develop- 
ment is the way Williams Brothers does it and that may 
not be like the way somebody else does it, that is what you 
mean? A. I would say it was highly—— 

Mr. Ross: I object to the form of that question. Actually, 
I think there were two questions there. 

Presiding Examiner: I take it you do not in fact use the 
unit cost technique? 
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The Witness: We do not, sir, use a unit cost technique 
assuming certain categories of course for certain broad 
regions. I believe I’m trying to say that. We prefer to de- 
velop the detail of the actual requirements divided into 
small sections, rather than to go on an area basis for cer- 
tain eategories of work. 

This may—— 

By Mr. Case: 


Q. How are those detailed descriptions of terrain that 
you are referring to—how are they used in the estimate? 
Are they used as a basis of employing a judgment factor 
as to what a specific section, say one hundred miles, will 
cost, and part of that is determining the rate of progress 
over that one hundred mile section? A. Well, to begin 
with, the engineering division obtains from the construc- 
tion division a plan which encompasses the manner in 
which the work would be best accomplished, and this gives 
you a breakdown of the spreads into which it would be 
divided suitable for the actual working conditions for the 
timetable, and taking into consideration all of the factors. 

At that point you then establish the basis for building up 
the spread, as I said before, in its total requirement of 
equipment, materials, personnel, and this is related to the 
specific physical features involved in the section which 
that spread is estimated to construct. 
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This then constitutes the basis for the estimate. The 
field notes, if I may just continue, are the basis for the 
estimate of progress, and you see these summarized here 
on these summary reports. 

Q. Mr. Williams, have you ever traversed the traverse 
of the proposed Great Lakes pipeline? Have you, person- 
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ally? A. What do you mean by “traverse,” sir, build a 
line alongside? 

Q. No, I don’t mean build a line. Have you flown the route 
of the pipeline? A. Yes, I have. I have been on—— 

Q. Have you made an on the ground inspection? A. Yes, 
I have. 

Q. At what point? A. At all points. 

Q. When did you do that, Mr. Williams? A. I did it 
when we prepared our original estimates, and I have done 
it more recently to check my own—for my own opinion of 
the estimate. 

Q. I haven’t looked at every page of the field reconnais- 
sance data, but was any of the field reconnaissance data 
prepared by you? A. Not by me, personally, no, but I 
made these reconnaissances myself merely to satisfy from 
a general responsibility that these estimates were being 
prepared in accordance 
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with a responsibility for which I could personally assume. 

Q. All estimators don’t use the same approach to making 
an estimate as Williams Brothers, isn’t that a fact? A. 
Well, a good many do. I don’t know about all. Certainly 
there are many ways of making an estimate. We have cause 
to estimate a great number of pipelines. We have con- 
structed more than seventy thousand miles of pipelines. 
Naturally we made estimates on many that we were not 
engaged to construct. Our engineering, also—— 

Q. But your estimate is prepared on the basis of the 
Williams Brothers’ estimate, which is a different approach 
to making an estimate than that employed by Northern 
Transportation Company, for example, or even Mr. Blundell 
of Gulf Interstate, isn’t that a fact? A. Well, I have no 
evidence to determine how those estimates were made. 
They appear to have been made on assumptions of costs 


167 


(2874) 


by general categories by state-wide areas, and if this is the 
way that they were in fact prepared, I don’t believe that 
we would be prepared to rely, nor would someone making 
a firm proposal, be prepared to rely upon these estimates. 

Q. Well, of course those estimates speak for themselves, 
Mr. Williams, and of course as I understand it, you can 
differ with me if you wish—but as I understand it they 
were developed on the basis of classifications of terrain and 
specific unit prices applied to specific footages in each 
classification? 
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A. But this leaves us nothing to determine the most im- 
portant question, and that is how were these unit prices 
developed. We have no way of knowing whether Northern 
develops them the same way we do or whether they just 
assume them. 

Q. In other words, you don’t know, really, the basis of 
the Northern estimate? A. We only know what was pre- 
sented, Mr. Case, and that is an assumed price for indi. 
vidual state-wide areas by three categories of terrain, plus 
some additional items, such as swamp and rock and rivers, 
and possibly one or two others. But this is all we have to 
go by, so I cannot tell you. 
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Q. Now, Mr. Williams, I would like to refer you to your 
testimony, I believe, on page 7 of Exhibit 104. You are 
familiar, are you not, with the location of Northern Trans- 
portation Company’s proposed pipeline facilities, are you 
not? A. I have seen it drawn on a map. Do you mean do 
I know exactly where it is located? 

Q. No, I don’t mean do you know exactly, but outside of 
the first one hundred miles, the route of Northern Trans- 
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portation Company’s proposed pipeline would be entirely 
different from the route of the proposed Great Lakes pipe- 
line? A. Yes, that is correct. 

Q. And you are familiar with the fact, and I believe you 
referred to it in your testimony, that substantial section of 
the Transportation Company’s proposed pipeline would 
extend from Ogden, Iowa, across the State of Iowa, into 
the State of Illinois, Indiana and then back into Michigan, 
is that not correct? You are familiar with that general 
location? A. Yes, I am. 

Q. Whereas, Great Lakes’ pipeline comes down through 
the Minnesota—State of Minnesota, around Superior, Wis- 
consin, and across the Upper Peninsula, across the Straits 
of Mackinaw, and then down to St. Clair, passing north of 
Detroit, is that not correct? A. That is generally correct. 
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Q. So generally speaking we have two pipelines, with the 
exception of the first one hundred miles, that traverse en- 
tirely different routes, is that not correct? A. Right. 

Q. So that it cannot be said construction problems, or 
anything else, are going to be precisely the same for those 
two pipeline projects, isn’t that correct? A. That is cor- 
rect. 

Q. Now, as a matter of fact, there are differences in the 
costs per-foot of laying in your estimate from section to 
section, are there not? <A. That is right. 

Q. In the Great Lakes project. 

Could you give me the range of the per-foot laying 
costs, the maximum range, the difference between the per- 
foot laying costs in the Great Lakes estimate? A. From 
$5.40 to $7.95. 

Q. And that difference is approximately 50% from the 
low to the high section, is that right? A. Approximately, 
yes. 
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Q. Would you agree that 50% on a laying cost per-foot 
is a substantial variation? A. Yes, it is. 

Q. And similarly, there are variations in the laying costs 
in connection with Transportation Company’s proposed 
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construction, is that not true? <A. Yes. 

Q. But since Transportation Company’s proposed line 
runs through a separate territory, Iowa, for example, 
against the northern tier of Wisconsin and Michigan, have 
you made any effort to determine the comparability in 
those particular areas as between the laying costs in one 
line as against the other? A. We have not made a study 
of this. We have flown Northern Transportation’s route. 
We have experience in every portion of the route, of both 
pipelines, as a constructor, and we have compared such 
things statistically as timber, rock, swamps, and other con- 
ditions—populated areas, drain tile, other conditions which 
we consider relevant, and if anything I would say the two 
routes are somewhat comparable, as you see from the unit 
laying costs per-mile of each. 

We believe that the route of Northern Transportation is 
a slightly more costly location than the one of Great Lakes 
Transmission. There is—— 

Q. But there are—— 

Mr. Ross: Wait a minute. Let him finish his answer. 

Mr. Case: Excuse me. 

The Witness: There is a good deal of statistics to prove 
this. We have not made, however, a detailed development 
of Northern Transportation, as we have of Great Lakes. 


2890 
By Mr. McGrath: 
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Q. Now, sir, if I may—and this is the last area, but it 
puzzles me a bit. 

You say you have gone out of the pipeline construction 
business in the United States because—— A. I didn’t say 
that, sir. 

Q. Well, you are not doing it any more, is that it, in the 
United States? A. There has been a trend where we have 
not been busy in the United States. I didn’t say we had 
gone out of business. 

Q. Well, when was the last time you laid any piping in 
the United States? A. About 18 months ago. 
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Q. Why didn’t you lay any this summer if you are so busy? 
A. We are fully occupied with all of our crews, sir. As I 
stated earlier, there is actually a shortage of contractors 
in the international field, and up until now, until this sum- 
mer, there has been an over-capacity. There wasn’t a project 
sufficiently attractive, combined with the fact that we were 
fully committed at the start of this year, to resume opera- 
tions, but we have no policy decision that we would not 
resume operations in the United States. 

Q. Well, did you discontinue bidding on jobs in the 
United States because heretofore you had possibly bid too 
low, and the bid had been accepted, and you lost money on 
the job? A. Well, it was just not a profitable utilization 
of our men and equipment compared to the international 
field. 

Q. Do you have any spreads in Canada? A. No, we do 
not. That is also similar. 

Mr. McGrath: Thank you. That is all. 
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on that page you refer to Mr. Sampson’s testimony in the 
statement that Northern’s management has made the deci- 
sion that Transportation Company will deliver to Trans 
Canada the same BTU and specific gravity that is received 
from them at Emerson, that is correct, is it not? A. Yes, 
sir. 

Q. When was that decision made? A. Oh, I don’t know 
specifically. I was told after the hearing recessed. 

Q. Made sometime during the recess that we had in this 
hearing? A. I say that is my first knowledge of it, yes, sir. 

Q. It had not been made at the time we were in hearing, 
had it? I think the record shows that. A. I assume so. 


* * * * * * * 


Q. Under this proposal as reflected on page 6, so far as 
your line from Kermit is concerned, you would have in 
fact a separated system, wouldn’t you? A. As far as the 
line up to this station from Kermit? 

Q. Yes. And from there to serve Trans Canada—I mean 
Transportation Company, in turn serving Trans Canada? 
A. We have a pressure system in the line, the gas is segre- 
gated into that line, yes. 

Q. It would be a segregation of that specific gas supply 
for service to Transportation Company, and in turn to 
Trans Canada? A. Gas from that line will be delivered to 
Trans-Canada, yes, sir. 

Q. And would be earmarked and segregated for that pur- 
pose? <A. It would be segregated to keep the BTU and 
specific gravity, not necessarily segregated for that service, 
no, sir. 

Q. Now you indicate at page 18—this is the third 
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to the last sentence on the page—you say “Since now an 
issue has been made of our relative cost to move gas to our 
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market area in Superior, we have taken the time to analyze 
our system in depth to determine the most efficient utiliza- 
tion of the system.” 

Now, I take it this is something else that was done after 
we recessed in this hearing? A. Yes. As a matter of fact, 
it was done after your answering case raised the 144 mil- 
lion issue—sales to Transportation—pardon me, to North- 
ern Natural Gas Company. 

Q. In a supplement to your application, and in your 
previous testimony, at the previous session, I think par- 
ticularly pages 1967 and 1968, you testified, and it was 
shown that Northern estimated that in order to provide or 
deliver the 381 million feet a day additional gas it would 
acquire at Ogden over the five-year period, they would have 
to install additional facilities south of Ogden with a cost, 
a total cost estimated by Northern in the amount of $73,- 
471,600. 

That is correct, is it not? A. Yes, generally. 

Q. Now following the receipt of our answering case, you 
made this study in depth that you referred to and as I 
understand it this is Exhibit 105-A, and you now estimate 
in order to deliver the same volume of gas, namely 376 
million 
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a day, to the same point, namely Ogden, Iowa, you would 
be able to install facilities, or require you to install facili- 
ties south of Ogden with an estimated cost of $49,867,000 
as compared with the $73 million you reflected in your 
supplement to your application in your previous testimony. 

That is correct, is it not? A. The actual comparison of 
the number to 49 would be 70 million, including the 73 which 
was the cost of the west leg. So it is 70 versus 40—say 70 
versus 50 million, yes, sir. 

Q. So that you have reduced by reason of this study in 
depth the estimated cost of facilities south of Ogden, as 
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reflected in your supplement to your application, by some 
21 million dollars? A. $20 million. 
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Q. Now, you show Panhandle Eastern Pipeline Company 
at a cost per Mef of 31.263 cents. 

Are you aware that that gas delivered by Panhandle to 
Michigan Consolidated Gas Company is delivered on a so- 
called off peak basis? A. Not specifically, no, sir. 

Q. You weren’t aware of that? A. No, sir. 

Q. By that I mean that it is a summer volume, with per- 
missible swings on a daily basis. You weren’t aware of 
that? A. No, sir. 
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Q. Now do you know where the Panhandle deliveries are 
made to Michigan Consolidated? A. No. 


Q. I think the records of the Commission show at some 
length in various proceedings, that Panhandle’s deliveries 
are made at a place called Melvindale, which is just south 
of Detroit. 

You have made no provision for the cost of facilities 
which would be required to transport gas purchased from 
Panhandle from the delivery point at Melvindale to the 
upper portion of the Lower Peninsula market we are talk- 
ing about here? A. No, I have not. But I did take into 
consideration that if you bought the gas only from Michi- 
gan-Wisconsin and not from Panhandle Eastern, the com- 
parison would be, and I think I refer to in my testimony 
that cost differential still exceeded the cost of service asso- 
ciated with Mr. Schmidt’s investment figure. 

Q. One final question. In using the figure 41.977 cents, 
you have assumed that there would be no reduction in the 
Great Lakes rates despite the increased sales? A. I have 
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made no change on their rates, that is correct. Nor have I 
on Michigan-Wisconsin’s rates on increased sales. 


HH. M. Sampson 


was recalled to the witness stand, and, having been previ- 
ously duly sworn, was examined and testified further as 
follows: 


Cross Examination. 


. * ° ° 
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By Mr. Wright: 
Q. Mr. Sampson, would you refer, please, to page four 


of your testimony in Exhibit No. 110? 

Near the top of the page you will find testimony on your 
part to the effect that there is nothing to indicate that 
Trans-Canada has first offered a prorata share of any 
available gas to Midwestern as it is required to do. Do you 
recall that testimony, sir? A. Yes. 

Q. Is that testimony based on the letter dated October 
14, 1965, from Trans-Canada to Midwestern, which appears 
in this record at transcript pages 160 and 161? A. It is. 

Q. You don’t have any other basis for that testimony? 
A. That is right. 

Q. As a preliminary matter, Mr. Sampson, for my next 
question, I’m sure you are familiar with the proposal of 
Midwestern in this proceeding to purchase some 116,000 
Mef of gas per-day from Trans-Canada to import it to the 
United States to transport it through its existing facilities 
with 
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certain additions thereto for sale in the volume of 113,000 
Mcf per-day to Michigan Wisconsin Pipe Line? A. Yes, 
I’m familiar with that. 

Q. And I’m sure you are also aware of the fact that this 
proposal of Midwestern is a part of the proposal of Great 
Lakes in this proceeding, and they rely on the delivery of 
that gas for the first two years to complement their pro- 
posed construction in two phases, isn’t that correct, sir? 
A. Yes, it is also a part of Northern’s proposal. 

Q. It is a part of Northern’s proposal in the same way? 
A. Correct. 

Q. Could you now refer, Mr. Sampson, to Question 4, 
and Answer 4, which appear at the bottom of page 5 and the 
top of page 6 of your prepared testimony, in Exhibit No. 
110? A. Yes, I have it. 

Q. With regard to that testimony, Mr. Sampson, can 
you point to anything in the record which indicates that 
Midwestern is unwilling to go forward with its proposals 
in this proceeding if it obtained a certificate and has a 
gas supply and a market, regardless of the outcome of 
the competitive aspects of this proceeding? A. Well, I’m 
not an attorney, and I’m not sure what part pleadings play 
in the record, but if my memory serves me right, Mr. 
Wright, in a document which attempted to dismiss North- 
ern’s application, there are allegations made by Midwestern, 
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along with a series of other allegations by the other parties, 
American Natural, and Trans-Canada, that Midwestern 
would not do business. 

Q. Do you recal, Mr. Sampson, that the pleadings to which 
you refer indicated the position Midwestern was taking 
was based upo nthe fact that its contract with Michigan 
Wisconsin was contingent upon the approval of the Great 
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Lakes project? A. I think that is right, but nevertheless 
they did indicate they would not do business with Northern, 
“they” being Midwestern. 

Q. On the basis, they had a sales contract which was 
contingent upon approval of Great Lakes? A. Yes. 

Q. So that the pleadings to which you referred do not 
in any way indicate assuming Midwestern had a certificate 
for gas to supply the market it would not go forward with 
its proposal in this proceeding? 

The Witness: May I have that question? 

Presiding Examiner: Would you read the last question, 
please? 


(Question read.) 


Mr. Wright: I’m not sure that is the question I intended 
to say. 
Presiding Examiner: Would you rephrase it? 


By Mr. Wright: 
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Q. I will restate the question. 

So there is nothing, Mr. Sampson, in the pleadings to 
which you refer that indicates in any way that Midwest- 
ern would not go forward with the proposals in this pro- 
ceeding, assuming it obtained the certificate, and that it 
had a gas supply and a market? Is that correct? A. When 
you say it receives a certificate, do you mean Northern re- 
ceives a certificate here? 

Q. No, Midwestern. 

Presiding Examiner: Midwestern. 

The Witness: Well, I know of no other reason why Mid- 
western wouldn’t go forward, other than the allegation I 
previously referred to. 
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By Mr. Wright: 


Q. So the answer to my question is “Yes”? A. I’m not 
sure. May I have the question back? I’m not sure the answer 
is “Yes.” 

Presiding Examiner: Would you read the last question 
and answer? 


(Record read.) 
By Mr. Wright: 


Q. Let’s make it clear, because the question is susceptible 
to two answers. 

You know of no indication of any such position, other 
than the pleading to which you referred, is that correct. 


2980 
A. That is correct. 
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Presiding Examiner: In the meantime I will proceed with 
fixing the schedule and the certification to the Commission. 

Mr. Case. 

Mr. Case: Mr. Examiner, I have difficulty, but as always, 
in trying to expedite cases, that I believe we have done a 
very good job of expediting the case, and the fact we have 
expedited it, however, does not gainsay the fact that we 
have a very voluminous, complex record with which 


2998 


to deal, and there are many issues to deal with, and there 
are many parties to deal with all of those issues. 

I just can not acceed to the suggestion of Mr. Shannon 
that initial briefs can be filed and an adequate job done 
with this record within a three-week period. In my opinion 
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—and I have carefully thought about this—I do not see 
how one can advance the merits of his own case and discuss 
the objections he has to the competing applicant’s cases 
and do an adequate job with this record in a period under 
six weeks. 

Consequently I would ask that the Examiner set the date 
for the filing of initial briefs by the applicants on August 5. 
It is my understanding that the Staff will require one month 
from the time the applicants’ briefs are filed, and if they 
want September 2, or September 6 or 9, that date is per- 
fectly agreeable with me. 

But in view of the seriatim schedule then, I would say 
that we would need a minimum of one month to reply to the 
briefs of Staff, and the other parties who are intervenors 
in this proceeding, and I would request a date of 30 days 
after the dates for filing of intervenors’ and Staff’s briefs. 

Presiding Examiner: Your proposal is six weeks, one 
month, and one month? 

Mr. Case: Yes, sir. 


Presiding Examiner: Thank you, Mr. Shannon. 


° ° 2 ° e e e e e e 


Yet, I am fully aware of all the decisions which have 
been cited and of which you are all aware, holding that it is 
incumbent upon the Commission to make certain that an 
adequate record is made on all significant issues in contro- 
versy. It is not enough merely to argue that the record is 
closed, although I would be the first to admit if the sole 
motion that were pending were a motion to reopen the 
record for this reason I, frankly, would be inclined to deny it 
But that is not the posture that we are in now. The posture 
that we are in now is the fact that for reasons obviously 
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beyond the control of this Commission the record that was 
closed was not permitted to go forward to a resolution and 
a decision. Supervening events occurred which were beyond 
anybody’s control, and these supervening events have re- 
sulted in this remand and require, in the Examiner’s view, a 
reopening of the record at least to the extent of considering 
the impact of these supervening events on the merits of the 
various proposals. 

Now, if you add that fact that the record is being re- 
opened anyway, it seems to me that the admonition of the 
courts that we are all familiar with, that the Commission 
has a responsibility to canvass all of the facets of the public 
interest and to insure that an adequate record is made on 
all 
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of the public interest issues, and certainly whether the proj- 
ects proposed by the applicants compare unfavorably with 
the staff’s so-called public interest proceeding is in this 
proceeding willynilly regardless of the admitted evidentiary 
deficiency, it seems to me that on balance if the proposed 
evidence can be presented, so that the proceeding is not un- 
duly delayed, then, it seems to me, the balance is in the 
favor of permitting the filing proposed by Northern, as- 
suming it can be controlled within the reasonable time 
limits which are necessitated by my prior conclusion that 
the record has to be reopened in terms of examining the im- 
pact of the Canadian agreements and undertakings. 
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Oral Argument of George G. Mastor 


Mr. Mastor: May the Commission please, my name is 
George V. Mastor. I will argue here today on behalf of the 
State of Nebraska, et al., consisting of 14 intervenors. 
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They are listed in the briefs, and were listed in the request 
for oral argument. Someone on the way up said when the 
request wasn’t granted, take back the five minutes. I will 
try to adhere to my offer. 

These 14 intervenors represent or serve most of Northern 
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Natural’s major market area, and because of that interest, 
because of their representation or servie, I am going to 
limit this argument to the area of great concern to these 
intervenors, namely, what is the impact of the various 
proposals on the customers that are either represented or 
served by these intervenors. 

Our analysis of the record and of the briefs indicates 
that exchange-displacement either by Northern Natural’s 
proposal or Staff’s modified proposal will provide substan- 
tial benefits to the customers of Northern Natural Gas Com- 
pany. Great Lakes will not provide these benefits. These 
intervenors, therefore, support the exchange-displacement 
concept contained in either the modified project or the 
Northern Company’s project. 

I have talked of benefits to the gas consumers served by 
Northern. What are these benefits? Generally, they are 
four. 

First, Northern will save substantial investment costs 
and as a result save substantially in cost of service for 
new facilities north of Ogden, Iowa. The record here 
shows that if the exchange-displacement concept is adopted 
by the Commission approximately 15 million dollars of new 
facilities which are going to be built in the future to serve 
the growth north of Ogden up to Minneapolis-St. Paul will 
not have to be built. The cost of Serving saving as a result 
of this avoidance of investment cost will be about three 
million dollars a year, starting in about 1971. 
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The second benefit to Northern’s customers will be the 
reinforcement of the reliability on Northern’s system by 
giving Northern a supply of gas on its north end of its 
system near one of its major load centers, namely, Minne- 
apolis-St. Paul, Minn., emergency protection for customers 
would be provided. In effect, then, Northern could have 
what you might call two pipelines serving its system, one 
from the south end and one from the north end, coupled 
with Northern’s storage fields at Redfield, there is a great 
possibility that either one could serve the system on a 
limited basis in the event of a major breakdown. 

Thirdly, the exchange-displacement proposals will realize 
about 465,000 Mcf of capacity a day between Ogden, Iowa, 
and Minneapolis-St. Paul. This capacity would be avail- 
able for new services on Northern’s system which it does 
not have now and cannot provide now. Winter peaking 
services is probably the best example of such a new service 
that could be furnished. This would permit customers, 
particularly small ones who do not have peak shaving 
facilities, to handle their wintertime loads, which are quite 
severe in this country, without adding peak shaving fa- 
cilities. 

Fourthly, the exchange displacement proposals would 
utilize existing facilities to a maximum and avoid duplica- 
tion of facilities which are already in existence. And I 
refer particularly to the Upper Peninsula of Michigan. 
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Hearing Exhibit No. 1 


Great Lakes Gas Transmission Company 
Docker No. CP66-110, er au 
Preparep Direcr Testimony or E. H. Hoisreap 


Q. Will you please state your name and address. A. My 
name is EB. H. Holstead. My business address is 150 
Eglinton Avenue East, Toronto 12, Ontario, Canada. 

Q. What is your occupation? A. I am Vice-President and 
General Manager of Great Lakes Gas Transmission Com- 
pany. I am also Vice-President of Trans-Canada Pipe 
Lines Limited. 

Q. Will you please state your educational background. 
A. I was graduated from Louisiana Polytechnic Institute, 
Ruston, Louisiana, with a Bachelor of Science Degree in 
Civil Engineering in 1937. 

Please state your previous business experience. A. After 
graduation, for the first ten years, I worked in various en- 
gineering capacities. From 1948 to 1956 I was employed 
as an engineer by Texas Eastern Transmission Corporation. 
From 1956 to 1959 I was Assistant Chief Engineer of Mis- 
sissippi River Fuel Corporation. I joined Trans-Canada 
Pipe Lines Limited in 1959 as Assistant Chief Engineer and 
was promoted to the position of Chief Engineer in 1960. 
In 1963 I was made Manager of Planning and Development 
and appointed Vice-President in 1965. I have been Vice 
President and General 
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Manager of Great Lakes Gas Transmission Company since 
October, 1964. 

Q. Do you hold any professional licenses? A. I am a 
registered Professional Engineer in the State of Louisiana 
and in the Province of Ontario. 
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Q. Are you a member of any professional societies or 
technical association? A. I am a member of the Canadian 
Standards Association and Chairman of the Design Sub- 
committee of the Canadian Standards Association Pipeline 
Code Committee; a member of the American Standards 
Association B31.8 Code Committee which is responsible for 
establishing industry design criteria for natural gas trans- 
mission systems. I am also a member of the Canadian Gas 
Association. 

Q. Are you familiar with the Application of Great Lakes 
Gas Transmission Company? A. Yes, 

Q. As Vice-President of Trans-Canada and formerly as 
Manager of the Planning and Development Department of 
Trans-Canada, and as Vice-President and General Manager 
of Great Lakes, what have been your responsibilities in 
connection with the Great Lakes project? A. As Vice-Presi- 
dent of Trans-Canada, I am responsible for and have gen- 
eral supervision over the long-range planning activities of 


the company. As the person responsible for long-range 
planning in 
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Trans-Canada’s organization I have had the responsibility 
for planning the development of the pipeline system to 
adequately serve the market requirements of Trans-Canada 
in the most economic manner. I have worked closely with 
those in the company responsible for estimating future re- 
quirements and with those responsible for acquiring the 
gas reserves necessary to supply these expanding market 
requirements. The Great Lakes project was developed 
under my supervision as the most economic method of in- 
creasing the capacity of the Trans-Canada system to take 
care of its long-range market requirements. 

Q. Please explain to us something of the history of the 
Trans-Canada system and its operations. A. Natural gas 
as @ major industry in Canada has a relatively short history. 
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Alberta is Canada’s major producing province and is the 
major source of Trans-Canada’s supply. These vast re- 
serves were not available to eastern Canada until Trans- 
Canada’s system initiated service in 1958. Since then, nat- 
ural gas has doubled its share of the Canadian energy 
market increasing from about 8% to 17%. This share is 
expected to increase significantly over the next ten years. 

Trans-Canada Pipe Lines Limited was incorporated by 
Special Act of the Parliament of Canada for the purpose 
of constructing and operating a high pressure natural gas 
pipeline system from Alberta through Saskatchewan, Man- 
itoba, Ontario and into Quebec. Trans- 
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Canada supplies all the natural gas consumed in Canada 
east of Saskatchewan, except for declining local production 
which amounted to approximately 12 billion cubic feet in 
1964 and about 15 Bef annually being imported into Ontario 
from the United States. These exceptions are less than 


8% of Trans-Canada’s 1965 sales of 352 Bef. 


e * * * * * * . * 
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Q. Can you briefly describe the extent of the Trans- 
Canada system? A. Beginning at a point in Alberta ap- 
proximately one mile west of the Saskatchewan border, it 
extends eastward approximately 586 miles as a 34-inch pipe- 
line across Saskatchewan and Manitoba to the vicinity of 
the town of Ile des Chenes, near Winnipeg. The company 
has completed 498 miles of loop in this section. A 51-mile 
30-inch pipeline extends southward from Iles des Chenes 
to a point at the Canada-United States boundary near 
Emerson, Manitoba, where it 
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connects with the pipeline system of Midwestern Gas Trans- 
mission Company. Eastward from Ie des Chenes the di- 
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ameter of the pipe is 30 inches and the pipeline continues 
a distance of approximately 1,248 miles to the vicinity of 
Maple, Ontario, about 20 miles north of Toronto. From 
Maple, two main extensions serve, respectively, areas of 
eastern Ontario and of Quebec, and the Niagara Peninsula. 
The eastward extension consists of approximately 308 miles 
of 20-inch pipeline generally paralleling the north shore of 
Lake Ontario and the St. Lawrence River to a terminus 
on the western tip of the Island of Montreal. From a point 
on the 20-inch pipeline near Morrisburg, Ontario, the com- 
pany has constructed a 1234-inch pipeline, 37 miles in length 
to Ottowa-Hull. The other main extension from Maple 
consists of about 34 miles of 24-inch pipeline skirting Metro- 
politan Toronto on the north and west and a further 76 
miles of 20-inch pipeline extending to the vicinity of 
Niagara Falls and terminating at the Niagara River where 
it connects with the pipeline system of Tennessee Gas 
Transmission Company. No part of the system east of 


Winnipeg is presently looped. Total traverse of the Trans- 
Canada system is about 2,340 miles including approx- 
imately 2,838 miles of pipe. The system is presently pow- 
ered by 45 compressor stations, totaling 530,060 horsepower. 
Trans-Canada’s gross plant now exceeds $587 million. 
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Q. Are any extensions to the system you have described 
currently planned? A. Yes. An extension to serve the 
State of Vermont, extending from a point near Montreal 
to a point on the Vermont-Quebec border east of Lake 
Champlain, is nearing completion. 

Q. Can you give us some indication of the rate of growth 
of Trans-Canada’s sales? A. Sales of natural gas by Trans- 
Canada have increased rapidly since the system commenced 
full operation in 1958. In 1959, the first full year of opera- 
tion, the annual sales were 75 billion cubic feet, with a peak 
day of 359 million cubic feet. This has increased to 352 
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billion cubic feet in 1965, with a peak day volume of one 
billion, 191 million cubic feet. Markets will be covered in 
detail in the testimony of Mr. D. G. Clark, Vice-President, 
Sales, of Trans-Canada, and by other witnesses. 

Q. What led Trans-Canada to the development of the 
Great Lakes project? A. Natural gas sales in eastern 
Canada have increased to the point that the 30-inch Trans- 
Canada line east of Winnipeg is operating at maximum 
capability this year. Service to the increasing eastern Cana- 
dian market will require looping of the 30-inch system north 
of the Great Lakes or some alternate means of providing 
service. Looping the existing 30-inch system requires tra- 
versing again the extremely difficult terrain encountered in 
the construction of the existing line. This 
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would require costly construction through the solid granite 
of the pre-Cambrian shield. Recognizing this problem, 
Trans-Canada some four years ago began studying alterna- 
tive methods of providing additional service to eastern 
Canada. Trans-Canada initiated a group study to consider 
the possibility of a pipeline project through the north cen- 
tral area of the United States to transport additional vol- 
umes of gas for Trans-Canada to the eastern Canadian 
market and to provide additional supplies of gas to this 
north central area of the United States. Asa result, Trans- 
Canada and Michigan Wisconsin considered a project which 
would transport additional volumes of gas for Trans- 
Canada’s eastern Canadian market and provide additional 
supplies of gas to Michigan Wisconsin. No zone of agree- 
ment was reached and Trans-Canada then proceeded with a 
study to determine how to expand its pipeline system in 
order to deliver additional volumes of gas to its own rapidly 
growing markets in eastern Canada in the most economic 
manner. A 36-inch pipeline system along the route in this 
Application was determined to be the most advantageous 
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way to serve Trans-Canada’s markets. In order to avoid 
the necessity for costly looping of the present 30-inch system 
north of the Great Lakes, while the necesssary authoriza- 
tion for the proposed Great Lakes project through the 
United States was being sought, Trans-Canada entered into 
a short-term purchase agreement with Tennessee Gas 
Transmission Company in 1964. This contract provides for 
declining deliveries 
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over a five year period. Such deliveries were authorized at 
Docket No. CP65-157, et al. 

After Great Lakes filed an application in the fall of 1964 
at Docket No. CP65-171, et al, Michigan Wisconsin Pipe 
Line Company and Midwestern Gas Transmission Company 
formulated an alternative method of supplying Trans- 
Canada’s eastern market by an exchange arrangement. 
Michigan Wisconsin and Midwestern met with Trans- 
Canada and proposed the alternative method in lieu of the 
Great Lakes project. Trans-Canada, believing that the 
Great Lakes pipeline had certain advantages for service to 
eastern Canada not embodied in the alternative proposal, 
declined the proposal of Michigan Wisconsin and Mid- 
western. Michigan Wisconsin and Midwestern then filed an 
application for the exchange arrangement as a competitive 
project. 

Soon thereafter, negotiations between Trans-Canada and 
American Natural Gas Company were resumed. These 
negotiations resulted in the corporate agreement, Item A 
(EH-3), wherein Trans-Canada and American Natural be- 
came equal stockholders in Great Lakes and American Nat- 
ural agreed to purchase substantial amounts of Canadian 
gas and temporarily exchange gas so that Trans-Canada 
could receive gas at Sarnia beginning in November, 1966. 
This agreement did not materially change the proposed 
Great Lakes pipe- 
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line system and retained the elements which Trans-Canada 
considers essential; the assurance of future expansion at 
the most reasonable transportation cost and direct trans- 
portation of Canadian gas which allows Trans-Canada’s 
markets to be supported directly by Trans-Canada’s re- 
serves. This agreement very materially strengthened the 
project by improving the economics through the sale to 
Michigan Consolidated and by permitting the pipeline sys- 
tem to be constructed in two phases making it unnecessary 
to construct the entire system in one construction season. 
This agreement further led to the agreement between Trans- 
Canada and Midwestern and the agreement between Mid- 
western and Michigan Wisconsin which utilizes the eco- 
nomic expansibility of the Midwestern system to the benefit 
of the companies concerned and the market served by 
Michigan Wisconsin. 

Q. What are the advantages of the Great Lakes Pipeline 
system? A. The Great Lakes system will deliver additional 
gas to the eastern Canadian market at a lower price than 
can be achieved by looping Trans-Canada’s northern On- 
tario system. Such lower price will enable Trans-Canada to 
serve substantial markets that it could not otherwise serve. 
Great Lakes will make it possible for Trans-Canada to make 
direct deliveries to the important storage facilities of south- 
western Ontario. The proposed system will also provide 
much needed flexibility in Trans-Canada’s operation. It 
will provide economic expansibility for further growth of 
the eastern Canadian 
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market beyond the fifth year of operation. In addition, it 
will allow Trans-Canada to relieve to an extent its heavily 
loaded northern Ontario system by transferring some vol- 
ume to Great Lakes. 
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The proposed Great Lakes’ pipeline will make it pos- 
sible for Michigan Consolidated to serve additional com- 
munities in the eastern section of the upper peninsula of 
Michigan which do not now have gas service; provides an 
additional source of supply to Michigan Consolidated’s 
service area in the northern section of the lower peninsula 
of Michigan; and further provides a means of transporting 
gas to Michigan Consolidated’s Belle River Mills storage 
facility. 
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Q. Is Trans-Canada depending upon the completion of 
the first phase of the Great Lakes project to serve its 
eastern markets in the winter of 1966-67? A. Yes. Service 
to Trans-Canada’s eastern markets requires that 


3700 


the first phase of Great Lakes must be in operation by 
November 1, 1966. 

Q. Has Trans-Canada purchased a gas supply to sup- 
port the increased markets projected for Trans-Canada? 
A. Yes. Trans-Canada has been very active in the acquisi- 
tion of reserves. It has made firm purchases of reserves 
for its projected market. These matters are covered in 
detail in the testimony of Mr. V. L. Horte, Vice President 
of Trans-Canada, and by other witnesses. 

Q. Will you briefly describe the facilities proposed to be 
constructed by Great Lakes? A. Yes. These facilities con- 
sist of approximately 989 miles of 36-inch pipeline from a 
point on the international border near Emerson, Mani- 
toba, easterly across Minnesota, Wisconsin and Michigan 
to a point on the international border near St. Clair, Mich- 
igan. From a point on the mainline, north of the Straits 
of Mackinac, a 10-inch lateral extends 44 miles to a point 
on the international border near Sault Ste. Marie, Michigan. 
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It is planned to construct the pipeline in two segments. The 
first segment, to be constructed in 1966, consists of approx- 
imately 157 miles of pipeline from a point near Farwell, 
Michigan to the point on the international border near St. 
Clair, Michigan with one compressor station of 10,200 H.P. 
The remainder of the pipeline from a point on the interna- 
tional 
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border near Emerson, Manitoba to Farwell, Michigan and 
three additional compressor stations totaling 39,600 H.P. 
will be constructed in 1967. In this, the first year of opera- 
tion of the entire system the input at Emerson for trans- 
portation and resale will total 412 MMcfd. In the fifth year 
the system is designed for a total volume of 743 MMefd and 
will be powered by 12 compressor stations with a total of 
134,700 installed H. P. 

The estimated cost of facilities for the fifth year of oper- 
ation is $211.7 million. These costs and the design of the 
line will be supported in detail by Mr. Culvern. 

Q. Has Trans-Canada applied to the Canadian authori- 
ties for licenses to export gas for sale to Great Lakes and 
to export and import gas transported by Great Lakes? 
A. Yes. Trans-Canada has applied to the National Energy 
Board of Canada for the necessary authorization for export 
and import of the gas and for the construction of the neces- 
sary pipeline facilities to deliver and receive the volumes 
of gas to be transported and purchased by Great Lakes. 

Q. Will vou describe the corporate organization of Great 
Lakes and its obligations and commitments under its vari- 
ous agreements. A. Great Lakes Gas Transmission Com- 
pany is a United States corporation incorporated under 
the laws of the State of Delaware. All 
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of its common shares will be held 50 per cent by American 
Natural Gas Company and 50 per cent by Trans-Canada 
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Pipe Lines Limited through its wholly owned subsidiary 
Alberta Inter-Field Gas Lines Limited. Its Board of Direc- 
tors will be made up of ten members; five of whom will be 
elected by American Natural and the remaining five by 
Trans-Canada under a cumulative voting arrangement. 
Great Lakes will be managed by full-time officers reporting 
to its Board of Directors. 

This corporate structure is in accordance with the Cor- 
porate Agreement executed by Trans-Canada Pipe Lines 
Limited and American Natural Gas Company on August 20, 
1965 and the agreement executed between Trans-Canada 
Pipe Lines Limited, Alberta Inter-Field Gas Lines Limited 
and American Natural Gas Company, dated August 20, 
1965, marked for identification in this proceeding as Item A 
(EH-3). The certificate of incorporation and the bylaws 
will be amended to conform respectively to Schedules A 
and Schedules B to the corporate agreement. 

Q. Will you describe the construction program and pro- 
posed operations of the Great Lakes pipeline? A. During 
the first year of operation, beginning November 1, 1966, 
under the terms of Exhibit D to a Precedent Agreement 
between Great Lakes Gas Transmission Company, Michi- 
gan Wisconsin Pipe 
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Line Company, Michigan Consolidated Gas Company and 
Trans-Canada Pipe Lines Limited, dated September 24, 
1965, marked for identification in this proceeding as Item B 
(EH-4), Michigan Wisconsin will sell and deliver to Trans- 
Canada at Great Lakes’ Farwell compressor station, 113 
million cubic feet per day of natural gas. In accordance 
with Exhibit A to the Precedent Agreement, Great Lakes 
will receive from Michigan Wisconsin for the account of 
Trans-Canada, the 113 million cubic feet per day of natural 
gas and transport this gas to the international border near 
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St. Clair, Michigan. In addition Great Lakes will, during 
the first year of operation, pursuant to Exhibit C to the 
Precedent Agreement, receive from Michigan Consolidated 
Gas Company at its Farwell compressor station and trans- 
port to Michigan Consolidated’s Belle River Mills storage 
field, not less than 8 billion cubic feet nor more than 12 bil- 
lion cubic feet of natural gas. 

During the summer period, Great Lakes will receive from 
Michigan Wisconsin at Great Lakes’ Farwell compressor 
station approximately 160 million cubic feet per day and 
compress this gas for injection into Michigan Wisconsin’s 
storage fields under the terms of an agreement between 
Michigan Wisconsin Pipe Line Company and Great Lakes, 
dated December 20, 1965, marked for identification in this 
proceeding as Item D (EH-7). 
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During the construction period of phase one and during 
the operating year 1966-67, Great Lakes will purchase 
purge gas and fuel gas from Michigan Wisconsin Pipe Line 
Company under the terms of an agreement dated January 
14, 1966, marked for identification in this proceeding as 
Item E (EH-8). Line pack for phase one of the project will 
be obtained from gas being transported by Great Lakes for 
Trans-Canada and an agreement dated December 21, 1965 
permitting the deferred delivery of this portion of the first 
year’s transportation gas has been executed by Great Lakes 
and Trans-Canada and is marked for identification as 
Exhibit 1C (EH-6). 

During 1967, phase two of the Great Lakes pipeline 
system, comprised of pipeline from a point on the inter- 
national border near Emerson, Manitoba to Farwell, Michi- 
gan with required compression and the lateral line to serve 
Sault Ste. Marie, will be constructed. During the operating 
year 1967-68, the second year of operation of the project, 
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Michigan Wisconsin will sell and deliver to Trans-Canada 
at Great Lakes’ Farwell compressor station, 63 million 
cubic feet per day of natural gas pursuant to Exhibit D 
to the Precedent Agreement marked for identification as 
Item B (EH-4). Pursuant to the Exhibit A to the Prece- 
dent Agreement Item B (EH-4), Great Lakes will receive 


3705 


for the account of Trans-Canada at Farwell, Michigan the 
63 million cubie feet per day delivered by Michigan Wis- 
consin to its Farwell station and will transport this gas to 
St. Clair. Also pursuant to Exhibit A to the Precedent 
Agreement, Great Lakes will receive from Trans-Canada 
at Emerson, 392 million cubic feet per day and transport 
this quantity for Trans-Canada to Sault Ste. Marie and 
St. Clair. Under the terms of Exhibit C to the Precedent 
Agreement, Great Lakes will sell to Michigan Consolidated 
Gas Company at various points in the upper peninsula of 
Michigan and at Belle River Mills storage field, 20 million 
cubic feet per day and will transport for the account of 
Michigan Consolidated from Austin storage field to Belle 
River Mills storage field, a volume not less than 8 billion 
cubic feet, nor more than 12 billion cubic feet reduced by 
the amount purchased by Michigan Consolidated from 
Great Lakes in the Belle River Mills area during the con- 
tract year. Great Lakes, during this contract year, will 
continue to perform a compression service for Michigan 
Wisconsin under the terms of the agreement identified as 
Item D (EH-7). This compression service ceases at the 
end of the second contract year. During the construction 
of phase two, Great Lakes will purchase from Trans- 
Canada at Emerson approximately 3 Bef of natural gas for 
construction gas, line pack to fulfill the requirements for 
phase two and to repay line pack 


196 


(3707) 


3706 


gas borrowed in the first contract year for phase one under 
an agreement dated November 1, 1965 and marked for 
identification as Exhibit 1D (EH-9). 

Under the terms of Exhibit B to the Precedent Agree- 
ment marked for identification as Item B (EH-4), Great 
Lakes will purchase from Trans-Canada at Emerson gas 
for resale to Michigan Consolidated and for fuel, losses and 
other company uses. 

During the 3rd, 4th and 5th contract years, Great Lakes 
under the terms of Exhibit A to the Precedent Agreement 
marked for identification as Item B (EH-4) will transport 
for Trans-Canada from Emerson to St. Clair the following 
volumes of gas: 


3rd Contract Year 530 MMefd 


4th Contract Year 600 MMcfd 
Sth Contract Year and thereafter 677 MMcfd 


and Great Lakes will sell and deliver to Michigan Consoli- 
dated at various delivery points in the upper peninsula of 
Michigan and at Belle River Mills under the terms of 
Exhibit C to the Precedent Agreement identified as Item 
B (EH-4) the following volumes of gas: 


During the 3rd Contract Year 40 MMcfd 
During the 4th Contract Year and thereafter 57 MMcfd 
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and also under Exhibit C to the Precedent Agreement, 
during the third year only, Great Lakes will transport for 
Michigan Consolidated from Austin storage field to Belle 
River Mills storage field, not less than 8 billion cubic feet, 
nor more than 12 billion cubic feet reduced by the amount 
purchased by Michigan Consolidated from Great Lakes in 
the Belle River Mills area. During the 3rd, 4th and 5th 
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year and thereafter, Great Lakes will continue to purchase 
from Trans-Canada at Emerson, gas for resale to Michigan 
Consolidated and for company use under the terms of 
Exhibit B to the Precedent Agreement identified as Item B 
(EH-4). 

By an agreement dated December 23, 1965, Great Lakes 
and Trans-Canada have agreed upon an interpretation of 
Article VIII, Section 4 of Exhibit A to the Precedent 
Agreement identified as Item B (EH-4). This agreement 
sets the minimum bill for transportation for the first four 
contract years. Under date of December 20, 1965, Great 
Lakes and Michigan Consolidated agreed upon an inter- 
pretation of Section 4 of Article IV of Exhibit C to the 
Precedent Agreement identified as Item B (EH-4). This 
agreement defines the minimum bill for purchases by Michi- 
gan Consolidated from Great Lakes. These two agreements 
are filed as Exhibit Z-6 to the Supplement to the Appli- 
cation 
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and are marked for identification in this proceeding as 
Item C (EH-5). 


Prepared Direct Testimony of Charles G. Daley 


Q. Please state your full name and address. A. My 
name is Charles G. Daley. My business address is 1028 
Connecticut Avenue, Washington, D.C. 

Q. What is your occupation? A. I am a consulting en- 
gineer specializing in natural gas rates and economics. I 
am a partner in the firm of Daley and Benson. 

Q. Will you please outline your educational background 
and professional experience. A. I graduated from Purdue 
University with a degree of Bachelor of Science in Mechani- 
cal Engineering in June, 1937. After graduation, I worked 
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first for the Frigidaire Division, General Motors Corpora- 
tion, and later for Air Reduction Sales Corporation. 

I joined the staff of the Federal Power Commission in 
July, 1939 and remained with the Commission until May, 
1956, except for four years during the war when I served 
in the United States Navy. 

In May, 1956 I resigned from the staff of the Federal 
Power Commission to enter private practice as a consult- 
ing engineer and public utility consultant. Iam a registered 
Professional Engineer in the District of Columbia. 
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Q. Would you explain what your duties were while you 
were with the Federal Power Commission. A. During the 
period of my employment by the Federal Power Commis- 
sion, my assignments primarily involved gas rates although 
they also include electric rates and gas certificate matters. 

My natural gas rate assignments covered the fields of 
rate filing and contract analyses, formal rate investiga- 
tion and complaint proceedings and the rate aspect of cer- 
tificate proceedings. In 1949 I was assigned to the Service 
Complaints and Special Studies Section of the Division of 
Rates. This section had primary responsibility for the 
review and preparation of recommendations on rate mat- 
ters involved in certificate proceedings, and the presenta- 
tion of any testimony required in hearings in connection 
therewith. I became head of this section in 1950. 

In the latter part of 1954, I set up the procedures for 
handling and analyzing independent producer rate filings; 
I organized and supervised the group charged with the 
reviewing of these filings and making recommendations to 
the Commission for actions thereon. 

Since 1956, I have been actively engaged in private prac- 
tice in connection with rate and certificate matters before 
the Commission. 
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Q. Have you previously testified before the Commission? 
A. Yes, I have testified before the Commission on the sub- 
ject of rates and cost allocation in numerous rate and cer- 
tificate proceedings. 


* * * * 


Hearing Exhibit No. 21 
GREAT LAKES GAS TRANSMISSION COMPAN 
Docket No. CP66-110, et al 


PREPARE DIRECT TESTIMONY OF FREDERICK E, CULVERN 
Q. Will you state your name and address. A. Frederick 
E. Culvern, 4223 South Sandusky Avenue, Tulsa, Oklahoma. 
Q. What is your present occupation? A. Senior Engi- 
neer with Williams Brothers Company of Tulsa, Oklahoma. 
Q. Will you briefly give your educational background. 
A. I was graduated from the University of North Carolina 
in 1934 with the degree of Bachelor of Science in Civil En- 
gineering. In 1941 I received a Master of Science degree 
from the University of Colorado. I am a member of Tau 
Beta Pi, the honorary engineering society and while a stu- 
dent I was president of the student chapter of the Ameri- 
ean Society of Civil Engineers. As a senior engineering 
student I received an award from the state section of the 
ASCE for the best technical paper submitted by a senior 
student. 
After graduation from North Carolina, I held various 
technical jobs with the U.S. Government, including seven 
" years 
4398 


with the Bureau of Reclamation, and with various private 
engineering firms. 

In 1943 I entered the gas industry as an engineer with 
Panhandle Eastern Pipe Line Company. Since that time 
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I have been engaged in almost all phases of gas pipeline 
engineering, including construction, design, design super- 
vision, and engineering research. While working as a de- 
sign engineer with Panhandle Eastern, my specialties were 
pipeline flow calculations and compressor station design. 
During this period I assisted in the designs which raised 
this system from a maximum day capacity of 200 million 
cubic feet per day (MMcfd) to over 800 MMefd. During this 
same period, pipeline design pressures were increased from 
500 psig to 900 psig and the system’s value was increased 
by well over $100 million. 

I joined Williams Brothers Company of Tulsa, Oklahoma 
in January, 1957. Williams Brothers Company is an in- 
ternationally known engineering and construction firm 
which ranks among the top twenty construction firms in 
the United States and annually constructs projects whose 
aggregate value may exceed one hundred million dollars. 

Since affiliating with Williams Brothers Company, I 
have been project manager for a $15 million coke oven gas 
line, and de- 


4399 


sign consultant for several hundred miles of high pressure 
gas lines, including lines for Northern Illinois Gas Company, 
Citizens Gas and Coke Utility, Louisville Gas and Electric 
Company, Central Indiana Gas Company and Great Lakes 
Gas Transmission Company, the applicant. These lines had 
design working pressures varying from 500 to 974 psig. 
These designs included compressor stations of both recipro- 
cating and turbo-centrifugal type in sizes to 35,000 HP. 
Q. Mr. Culvern, are you a member of any organizations 
or committees? A. I am a registered Professional Engi- 
neer in the States of Colorado, Pennsylvania and Indiana. I 
am a Fellow of the American Society of Civil Engineers, 
and at the present am on the Task Committee on Engineer- 
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ing Practice in the Design of Pipelines. I am also a member 
of the American Gas Association. 

Q. Have you published any papers in connection with the 
gas industry? A. Yes. Several years ago World Oil pub- 
lished an article which I wrote on pitot tube measurement 
of gas in a pipeline. The Oil and Gas Journal, in 1955, pub- 
lished an article which I co-authored on the use of a com- 
puter to calculate performance data for compressor engines, 
and Pipe Line Industry, in 1959, 
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published my paper on some design aspects of the twin 
55-inch coke oven gas lines which I designed for Carnegie 
Natural Gas Company, a subsidiary of U.S. Steel Corpora- 
tion, near Pittsburgh, Pennsylvania. This paper had been 
previously presented to the Petroleum and Power Divi- 
sion of the A.S.M.E. at the fall meeting in September, 1958. 

Q. Have you previously testified before any regulatory 


agency? A. Yes, while employed by Panhandle Eastern 
Pipe Line Company I testified in behalf of that company 
both before this Commission and before the Illinois Com- 
merece Commission. I also appeared before this Commis- 
sion in the mateter of Northern Natural Gas Company, 
Docket No. CP61-132. 


* ° ° ° 


Q. Will you describe Exhibit 21E (FC-5). A. This ex- 
hibit includes a detailed estimate of total capital cost of 
the proposed facilities for which application is made. It 
shows the cost of construction by operating units such as 
compressor stations, main pipelines, laterals, measuring 
and regulating stations. It separately states the cost of 
right-of-way and damages, surveys, materials, installa- 
tion, engineering and inspection, purge and line fill, or- 
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ganization and management, contingencies and interest 
during construction. The exhibit includes a statement in- 
dicating the source of information used as the basis for 
the above estimates. 
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In estimating costs of the pipeline, construction sections 
were set up. These sections were derived by dividing the 
Pipeline traverse into construction spreads of such prac- 
tical length that each spread could be constructed in one 
season (summer) without difficulty. This resulted in 10 
mainline spreads, averaging 100 miles, but ranging from 
60 to 117 miles in length, and one spread for the Soo lateral. 
These spreads were termed Sections 1 to 10 from west to 
east for the mainline, and Section 11 for the lateral. To 
facilitate the allocation of construction costs to each year 
of the two phase construction program, Section 9 was split 
into two parts at the proposed Farwell Station site. These 
sections were termed 9A and 9B. The sections are shown 
schematically on Schedule 2 of Exhibit 21E (FC-5). 

The next step in our procedure was to estimate the men 
and equipment required to construct each section, de- 
veloping the number of construction days and using local 
wage and equipment rates. Terrain and soil conditions are 
particularly heterogeneous along the traverse with a di- 
versity of heavy timber, swamps, glacial till and flat farm 
country. This diversity is reflected in the pipe laying cost 
estimates derived for each section, which range from $5.40 
per foot for Section 1 to $7.95 per foot for Section 7. 
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Q. Mr. Culvern, what experience does your organization 
have for estimating such costs? A. Williams Brothers is 
the world’s largest engineering and construction firm spe- 
cializing in pipeline systems. The company has laid more 
than 60,000 miles of pipelines since its inception in 1908, 
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recently averaging some 3,009 miles per year and has de- 
signed and constructed up to $100 million in projects an- 
nually. The cost estimates for the Great Lakes project are 
based on our own experience and that of other contractors, 
as well as a careful review of present conditions and trends 
of construction costs. 


Hearing Ex. No. 24 


GREAT LAKES GAS TRANSMISSION COMPANY 
Docket No. CP66-110, et al 
PREPARE DIRECT TESTIMONY OF GEORGE W. WOODS 


Q. Will you please state vour name and address? A. 
My name is George Webster Woods. My business address 
is 150 Eglinton Avenue East, Toronto, Ontario. 

Q. What is your occupation? A. I am Vice-President 
and Treasurer of Trans-Canada Pipe Lines Limited and 
of Great Lakes Gas Transmission Company. 

Q. Will you please briefly give us your educational and 
business background? A. I graduated from McGill Uni- 
versity in Montreal in 1947 with the degree of Bachelor of 
Commerce. 

I am a member of the Institutes of Chartered Account- 
ants of the Provinces of Quebec, British Columbia and On- 
tario, having taken my training with Price, Waterhouse & 
Co. 

I joined Trans-Canada Pipe Lines Limited in June, 1959 
as Treasurer and Chief Financial Officer and was appointed 
a Vice-President in April, 1961. In October, 1964 I was 
appointed Vice-President and Treasurer of Great Lakes 
Gas Transmission Company. 
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Since joining Trans-Canada and from the date of in- 
corporation of Great Lakes my duties have included re- 
sponsibility for negotiations of financing as it has been re- 
quired from time to time. 


* ° * * 


Hearing Ex. No. 25B 
MIDWESTERN GAS TRANSMISSION COMPANY 
PRECEDENT AGREEMENT BETWEEN 
MIDWESTERN GAS TRANSMISSION COMPANY 
AND 
MICHIGAN WISCONSIN PIPE LINE COMPANY 
DATED SEPTEMBER 24, 1965 
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PRECEDENT AGREEMENT 


This contract, to be called a “Precedent Agreement”, is 
made as of the 24th day of September, 1965, by and between 
Mowesrt Gas Transmission Company, a Delaware corpora- 
tion, herein called “Midwestern”, and Micuican Wisconstx 
Pree Line Company, a Delaware corporation, herein ealled 
“Michigan Wisconsin”, pursuant to the following recitals 
and representations: 


WITNESSETH : 


Wnereas, Midwestern now owns and operates a na- 
tural gas transmission pipeline system which extends 
from a point on the United States-Canadian Interna- 
tional Boundary near Emerson, Manitoba, in a south- 
easterly direction to a point near Marshfield, Wiscon- 
sin; and 
Wuereas, Michigan Wisconsin now owns and oper- 
ates a natural gas transmission pipeline system which 
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extends from the Panhandle-Hugoton area of Texas and 
Oklahoma to the States of Michigan and Wisconsin, 
with an interconnection with Midwestern near Marsh- 
field, Wisconsin; and 


Wuenreas, Midwestern is now serving Michigan Wis- 
consin under the terms of a gas service contract dated 
September 21, 1960, which provides for the sale and 
delivery to Michigan Wisconsin of a contract demand 
of 158,000 MCF of natural gas per day; and 


Wuereas, Michigan Wisconsin has requested that 
Midwestern provide it with an additional contract de- 
mand of 113,000 MCF of natural gas per day beginning 
November 1, 1966; and 


Wuereas, Midwestern now purchases substantial 
quantities of natural gas from Trans-Canada Pipe Lines 
Limited (Trans-Canada), under a contract dated April 
14, 1960, as amended; and 


Wueneas, Trans-Canada has proposed to sell and de- 
liver additional quantities of natural gas to Midwestern 
under a new and additional contract, such additional 
quantities having been proposed pursuant to the terms 
of the contract between Midwestern and Trans-Canada 
dated April 14, 1960; and 
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Wuereas, such proposed additional sales by Trans- 
Canada to Midwestern and by Midwestern to Michigan 
Wisconsin are directly related to the purchases and 
sales of natural gas provided for under a Precedent 
Agreement dated as of September 24, 1965 between 
Great Lakes Gas Transmission Company, Michigan 
Wisconsin, Michigan Consolidated Gas Company and 
Trans-Canada (the Great Lakes Precedent Agree- 
ment) ; and 
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Wuenreas, Midwestern proposes to apply to the Fed- 
eral Power Commission for the necessary authoriza- 
tion to sell and deliver an additional contract demand 
of 113,000 MCF of natural gas per day beginning No- 
vember 1, 1966 to Michigan Wisconsin. 


Now, THEREFORE, in consideration of the mutual conven- 
ants herein assumed, Midwestern and Michigan Wisconsin 
agree as follows: 


1. The parties hereto shall with due diligence seek to 
obtain all necessary authorizations from the Federal Power 
Commission for the sale and delivery by Midwestern and 
the purchase and receipt by Michigan Wisconsin of an 
additional contract demand quantity of 113,000 MCF of na- 
tural gas per day beginning on November 1, 1966. 


2. This Precedent Agreement shall terminate (i) if the 
Great Lakes Precedent Agreement is terminated; or (ii) by 
Midwestern giving Michigan Wisconsin thirty (30) days’ 


advance written notice if, by or before June 1, 1966, either 
Midwestern or Trans-Canada has been unable to obtain 
all necessary authorizations to enable Trans-Canada to 
export from Canada and to sell and deliver to Midwestern 
the additional 113,000 MCF of natural gas per day, plus 
the necessary incremental fuel, and Midwestern to sell and 
deliver to Michigan Wisconsin the additional contract de- 
mand quantity of 113,000 MCF of natural gas per day. If 
Midwestern gives a notice of termination pursuant to (ii) 
above, and at the expiration of the thirty (30) day period 
following the giving of such notice all necessary authoriza- 
tions referred to in (ii) have not been obtained, this Pre- 
cedent Agreement shall terminate. Upon termination of this 
Precedent Agreement pursuant to (i) or (ii) above, the 
parties shall be released from all obligations hereunder. 


3. If Section 1(e) of Article VII and Section 1 of Article 
II of the contract between Midwestern and Trans-Canada 
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dated April 14, 1960 are amended to provide for the eli- 
mination of the presently effective 95% load factor mini- 
mum annual bill, Midwestern will file promptly with the 
Federal Power Commission a revision of its currently ef- 
fective Rate Schedule CD-2 to provide in Section 4 thereof 
for a 75% load factor minimum monthly bill in lieu of the 
presently effective 87.5% and concurrently will file with the 
Federal Power Commission a revision of its currently ef- 
fective Rate Schedule EX-2 containing the provisions of 
Exhibit A attached hereto. 


4. Within thirty (30) days after all authorizations re- 
quired to effectuate the Great Lakes Precedent Agreement 
and this Agreement have been obtained under terms satis- 
factory to the parties, and provided that neither agreement 
shall have been terminated as provided above, the parties 
will 

4578 
execute and deliver a Gas Service Contract in the form of 
the service agreement as contained in Midwestern’s then 
currently affective FPC Gas Tariff. There is attached here- 


to as Exhibit B a proposed gas service contract in the cur- 
rently effective form of service agreement. 
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5. Notices under this Agreement shall be addressed a 
follows: i 


Midwestern Gas Transmission Company 
P. O. Box 774 
Chicago, Illinois 60690 


Michigan Wisconsin Pipe Line Company 
One Woodward Avenue 
Detroit, Michigan 48226 


6. This Agreement shall inure to the benefit of and be 
binding upon the successors and assigns of Midwestern and 
Michigan Wisconsin; provided that by assignment and 
transfer of this Agreement neither Midwestern nor Michi- 
gan Wisconsin shall be relieved of its obligations here- 
under without prior written consent thereto by the other. 
No provision of this Agreement shall in any way restrict 
or prevent either party from pledging, mortgaging or other- 
wise assigning this Agreement or any rights and benefits 
hereunder as security for its indebtedness. 


Ix Wiryess Wuenreor, the parties hereto have caused this 
Agreement to be duly executed in duplicate by their respec- 
tive Presidents or Vice Presidents thereunto duly author- 
ized and their respective corporate seals to be hereto affixed 
and attested by their respective Secretaries or Assistant 
Secretaries, as of the day and year first above written. 


ATTEST : 


/s/ Jerry P. Fortenberry 
Assistant Secretary 


Mipwestern Gas Transmission Company 
By /s/ George H. Perrine 
President 
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ATTEST: 


/s/ C. J. MeInerney 
Secretary 


Micuigan Wisconsrx Pree Live Company 


By /s/ Wilber H. Mack 
Executive Vice President 
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Hearing Ex. No. 30 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Michigan Wisconsin Pipe Line Company 
Docket No. CP66-109 


PREPARED TESTIMONY OF 
KARL E. SCHMIDT 


Q. Please state your name and business address. A. My 
name is Karl E. Schmidt and my address is One Woodward 
Avenue, Detroit 26, Michigan. 

Q. By whom are you employed? A. I am employed by 
American Natural Gas Service Company as Vice President 
and Chief Engineer and have held this position since 1957. 

Q. Do you hold positions in other companies affiliated 
with the American Natural Gas System? <A. Yes. I am 
Vice President and Chief Engineer of Michigan Consoli- 
dated Gas Company, Michigan Wisconsin Pipe Line Com- 
pany, and American Natural Gas Production Company. 

Q. What, briefly, is your professional background? A. 
I graduated in mechanical engineering from Wayne State 
University in 1935 and obtained my Master’s Degree in 
engineering in 1936. I am a registered professional engi- 
neer in the states of Michigan and Wisconsin. 
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Q. What are your duties as Vice President and Chief 
Engineer? A. My duties as Vice President and Chief En- 
gineer of American Natural Gas Service Company and af- 
filiated companies consist of having direct charge of such 
matters as the design of our distribution and transmission 
systems, specifications of construction materials, laboratory 
and testing 
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division, corrosion control of the system, short wave com- 
munications systems, development of underground storage 
facilities, and other general engineering matters. In addi- 
tion, all market forecasting in connection with budgets and 
system planning is under my direction. 


Hearing Ex. No. 31 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Michigan Wisconsin Pipe Line Company 
Docket Nos. CP-66-109, et al 


PREPARED TESTIMONY OF 
RAY J. LYNCH 


Q. Will you please state your name, address and oceupa- 
tion? A. My name is Ray J. Lynch. My business address 
is One Woodward Avenue, Detroit, Michigan, and I am 
Vice President and Treasurer of Michigan Wisconsin Pipe 
Line Company. 

Q. Please summarize your professional background. A. 
I attended the University of Illinois and received a Bache- 
lor of Science degree in Business Administration with an 
accounting major in 1948. 
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During the period 1948 to April of 1953 I was associated 
with Arthur Andersen & Co., independent public account- 
ants. 

In April of 1953 I was employed by American Natural 
Gas Service Company and worked in the Engineering De- 
partment of the Service Company until May of 1955, when 
I was appointed Assistant Treasurer of Michigan Wiscon- 
sin Pipe Line Company. I was appointed First Assistant 
Treasurer of Michigan Wisconsin in October, 1956 and in 
September, 1960 was elected Treasurer of Michigan Wis- 
consin and American Louisiana Pipe Line Company, which 
company was recently merged into Michigan Wisconsin. In 
May of 1962 I was elected a vice president. 

During the approximate five years of employment with 
Arthur Andersen & Co. my work related principally to 
public utility regulatory and financial matters. In this 
regard I have supervised field work relating 
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to annual audits, special accounting and economic studies, 
and statement and exhibit preparation for various regula- 
tory bodies, including the SEC and the FPC. 

My work with the American Natural Gas System relates 
to financial rate, and other regulatory and general cor- 
porate matters. 

I am a certified public accountant and a member of the 
American Institute of CPA’s, and have previously testified 
in numerous rate and certificate proceedings involving 
American Natural Gas system companies before this Com- 
mission during the past ten years. 


° ° ° ° * ° 
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NORTHERN NATURAL GAS COMPANY 


Docket CP-66-212 
Prepared Direct Testimony of R. LoChiano 


Q. Will you state your name and address? A. Rocco 
LoChiano, 2223 Dodge Street, Omaha, Nebraska. 

Q. Are you employed by Northern Natural Gas Com- 
pany? A. Yes, I am. 

Q. When were you employed by Northern Natural Gas 
Company? A. March 1, 1964. 

Q. Will you state your educational qualifications? A. I 
was graduated from Iowa State in 1944 with a Bachelor of 
Science degree in Mechanical Engineering. 

Q. Will you please state your business and professional 
experience? A. From 1946 to 1950, I was employed by 
Panhandle Eastern Pipe Line Company as resident engi- 
neer. In that capacity I supervised and inspected the 


construction of pipelines and compressor stations. 

In 1950, I was transferred to Panhandle’s subsidiary 
company, Trunkline Gas Company. I was employed by 
Trunkline until 1953 serving in the position of Senior 
Engineer. In this position, I was in charge of all the 
design work for compressor stations. 
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Tn 1953, I was employed by Gulf Interstate Gas Company. 
I worked for this company until 1959. My last position was 
that of Assistant Chief Engineer. My duties included the 
supervision and coordination of design and construction 
activities of the pipeline and compressor station facilities. 

From 1959 to 1964, I was employed by Gulf Interstate 
Engineering Company, a consulting engineering firm to the 
gas and oil industry. My position was Vice President. 
My duties included supervision of all phases of the com- 
pany’s activities. 
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From 1964 to the present time, I have been employed by 
the Northern Natural Gas Company in the position of 
Chief Engineer. 

Q. Will you describe your principal duties for the North- 
ern Natural Gas Company? A. My duties include coordi- 
nation and supervision of the Division’s activities for plan- 
ning, cost estimating, design and construction of the com- 
pany’s pipeline and compressor station facilities. 

Q. Mr. LoChiano, would you give us a general description 
of the facilities being applied for in this application? A. 
This application is being filed in conjunction with that filed 
by the Northern Natural Gas Transportation Company. In 
it we are seeking authority to construct and operate the 
facilities required to exchange gas with Transportation 
Company and provide additional service to Northern’s 
present customers. 
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A five year period to November 1, 1971 is being covered 


by the various exhibits. In the case of Northern Natural 
Gas Company, which I will refer to hereinafter as Northern, 
no services are being rendered to Transportation Company 
until the second year, that is 1967-68. At that time an 
exchange service between the two companies is being pro- 
posed. Transportation Company will deliver volumes to 
Northern at a point near Sandstone, Minnesota. Northern 
in turn will redeliver equivalent volumes to Transportation 
Company at Ogden, Iowa and at a point near Republic, 

The gas received from Transportation Company will 
actually be delivered to a combination of Northern’s pres- 
ent customers and Transportation Company. The distribu- 
tion is dependent upon the most efficient utilization. of 
existing and new facilities. All of the markets north of 
Sandstone will be supplied by the gas received from Trans- 
portation Company. The remaining amounts will be trans- 
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ported southward to Minneapolis and beyond until it is all 
consumed by Northern’s Present Customers. This re- 
quires a reversal of flow on the existing system from Sand- 
stone south. At the same time, Northern will move gas 
up its system from its conventional sources in Kansas, 
Oklahoma and Texas. As equivalent volumes will be de- 
livered to Transportation Company as was received from 
it, the purchases from conventional sources will be the 
same with or without the exchange service. 

Because the quantities of gas delivered by Transporta- 
tion Company are all consumed north of Ogden, the de- 
liveries to Transportation Company 
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at Ogden will come entirely from the southern gas sources. 
The quantity of gas received through 1971 from the Trans- 
portation Company does not satisfy the full needs of the 
customers north of Ogden, therefore, some of the southern 
gas will also be transported north from Ogden. The sec- 
tion of the line between Minneapolis and Ogden will be 
served by both Canadian and United States gas. Certain 
portions of this section of the system will have gas flow- 
ing north while other portions will have gas flowing south. 
The direction of flow and the quantities involved will be 
dependent upon the relative consumption of Northern’s 
customers to the volumes of Canadian gas being delivered 
to it. 

Q. What are the advantages of such an arrangement? <A. 
By utilizing a displacement approach, the actual mef miles 
of transportation are greatly reduced. If Transportation 
Company were to build a pipeline from Sandstone to 
Ogden to handle its own gas and Northern were to expand 
its facilities to transport the volumes for increased system 
sales from Ogden to Sandstone, an obvious duplication of 
facilities would be required. The result of the inefficiency 
would be a higher total cost of facilities, It is fundamental 
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that both parties benefit by having only one pipeline sys- 
tem between the two points with flows going in both direc- 
tions to properly satisfy everyone’s needs. 

Q. You are saying that this exchange service is beneficial 
to both companies. Can you quantify the benefits? A. Yes, 
and the figures dramatically support this statement. The 
savings to Transportation Company are quite obvious. 
They are relieved of 
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building 308 miles of 36” pipeline from Sandstone to Ogden 
as well as 263 miles of a smaller diameter line from Sand- 
stone to Republic. The savings to Northern with the ex- 
change may not be so apparent but are just as real. Com- 
putations have been included in Exhibit No. 52-D (OPW- 
4) to illustrate the exact nature and amount of these sav- 
ings. During the four year period to which the study re- 
lates when Northern is providing service to Transporta- 
tion Company, Northern’s markets north of Ogden increase 
by 224 mmefd. It would cost Northern $29,882,000 to pro- 
vide the facilities required to meet this growth in a con- 
ventional manner. However, on the displacement method, 
Northern’s cost of facilities to provide both the 224 mmefd 
increase on its present system and the exchange service 
with Transportation Company by 1970-71 amounts to 
$14,575,000. The savings to Northern brought about solely 
by the exchange services amounts to $15,307,000. 

Q. The computations you have referred to all pertain 
to the year 1970-71. What is the impact of the exchange 
service for periods of time beyond that? A. The ex- 
change service benefits were tested for the time when the 
optimum capacity of the 36” pipe was reached. This level 
is approximately 1,100 mmefd. It was assumed, for lack 
of better information that the exchange volumes would 
grow at the same rate as between 1969-70 and 1970-71 or 
77 mmefd/year. It was also assumed that Northern’s 
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markets north of Ogden would grow at the same average 
rate as they did in the 
5015 

four year period from 1966-67 to 1970-71, or 56 mmefd/year. 
The 1,100 mmefd exchange volume level under the assump- 
tions would be reached in the 10th year, that is 1975-76. 
At that time Northern’s 224 mmefd increase north of Ogden 
would become 504 mmefd. 

During the five year period from 1970-71 to 1975-76 an 
additional $15,936,000 of facilities would have to be built 
north of Ogden under the exchange service arrangement. 
With conventional expansion, the cost would have been 
$34,269,000, or a savings of $18,333,000. 

Q. How does that number relate to the $15,307,000 sav- 
ings? A. The $18,333,000 is in addition to the $15,307,000 
or by 1975-76 the total savings would be some $33,640,000 
of facilities on Northern’s pipeline system north of Ogden. 
The interesting thing is that the savings in investment is 
approximately the same per year the last five years as 
it was the first four years. Thus, the exchange service 
continues to reap ever increasing benefits to Northern and 
hence to its present customers. 

Q. What was the source of the increased sales volume 
on Northern’s system between the fifth and tenth year? 
A. They were generated in the Engineering Division. Since 
we do not know what actual growth would occur on the ex- 
change volumes, there was no need to be precise on North- 
ern’s growth. Reasonable assumptions were made merely 
to test the benefits that would occur beyond the fifth 
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year of operation. The answer is that the savings are not 
peculiar to the first five years. As long as the two com- 
panies’ flows grow at the same relative rate, the per year 
savings also grow at the same rate into the indefinite 
future. That is all we were trying to establish. 
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The actual savings by the tenth year may be more or 
less than what Engineering’s study showed. The savings 
would, of course, be determined by the actual flows in- 
volved. However, as long as reasonable growth rates 
are assumed the answer should also be reasonable. 

Q. What you are saying is that you were trying to estab- 
lish the principle of relative savings into the future rather 
than the exact savings. A. That is correct. Again the 
simple answer is that the annual savings get greater every 
year for at least a ten year period. 

Q. Are there any other benefits that would be derived 
from the exchange agreement beyond what you have men- 
tioned? A. Yes, there are. The construction of Trans- 
portation Company’s facilities to Sandstone would greatly 
enhance the reliability of deliveries to Northern’s present 
customers. The new line will be satisfying essentially all 
of Northern’s present customers’ needs in the Minneapolis 
area and north by 1970-71. Now if a disruption of service 


would occur in Alberta Gas Trunk Line’s, Trans-Canada’s; 
or Transportation Company’s facilities to Sandstone the 
existing facilities north of Ogden would be placed back 
into conventional service. We would have in effect two 
pipelines serving the same market area each with essen- 
tially full capacity to meet the customers’ needs. 
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The same situation exists for serving the Trans-Canada 
markets at St. Clair. With a disruption of service by 
either line serving Ogden (the Canadian-U.S.A. combined 
system or the all U.S.A. system) the other line could be 
used to satisfy part or most of the needs. 

Now in order to satisfy this standby deliverability North- 
ern’s storage field at Redfield would be brought into use. 
This field is located adjacent to the Ogden Station. It is 
certificated for 293 mmefd deliveries of contract demand 
volumes. We have provided facilities in the 1970-71 appli- 
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cation to put into storage 225 mmefd during the summer 
time. To provide for winter contract demand volumes, the 
input to the field has to average only 176 mmcfd. The 
excess allows the full 225 mmefd of gas normally going into 
storage to be diverted to emergency system uses for as 
long as a 37 day period without affecting the total seasonal 
volumes required in storage. 

In addition to diverting the 225 mmefd normally going 
into storage, there is the 293 mmefd that could come out 
of storage during the summer for emergency use. Thus, 
for a period of a week or so as much as 518 mmcefd can be 
used to make up for disrupted service from Canada. 

The facilities at Ogden with the exchange service are 
dictated by summer time conditions. During the winter 
this station has 19,000 spare horsepower. The horsepower 
can be utilized to pull out of storage a volume up to ap- 
proximately 200 mmefd beyond the normal 293 mmefd. 
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A total of almost 500 mmefd would be available from 
storage for emergency use depending upon how much of 
contract demand volumes were being taken at the time. 

In addition to the volumes from storage there are the 
‘interruptible’’ pipeline service volumes that are available 
for emergency use when the system is below contract de- 
mand volumes. 

Q. Are there any other benefits beyond cost savings and 
reliability that would result from the exchange service? 
A. Yes, there is. There is an excess of capacity that is 
available in the existing system between Ogden and Minne- 
apolis once the exchange service begins. This section has 
approximately 465 mmefd extra capacity beyond the 1970- 
71 heating season requirements. The capacity could be 
devoted to some type of winter peak shaving service for 
the benefit of present customers. 
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Hearing Ex. No. 49 


NorTHERN Naturat Gas Transportation CompaNy 
Docket No. CP66 


PREPARED DIRECT TESTIMONY OF 
R. LOCHIANO 


Q. Will you state your name and address? A. Rocco 
LoChiano, 2223 Dodge Street, Omaha, Nebraska. 

Q. Are you the same LoChiano who appeared earlier in 
this proceeding? A. Yes, Iam. 

Q. Mr. LoChiano, prior to describing the specific exhibits 
that you are sponsoring, can you give us a general deserip- 
tion of the proposed pipeline system and the type of service 
that it will render? A. Northern Natural Gas Transpor- 
tation Company is proposing to construct a 36” pipeline to 
provide transportation services for Trans-Canada Pipe- 
line Limited. The gas would be obtained from Trans-Canada 
at Emerson and redelivered to them at both St. Clair and 
Sault St. Marie. In addition, gas will be purchased at Emer- 
son for Transportation and sale to the Michigan Consoli- 
dated Gas Company at various points in the State of Michi- 
gan. 

Q. Does Northern Natural Gas Transportation Company 
physically transport the gas the entire way from the pick 
up to the delivery point? A. No. All of the gas obtained 
at Emerson is delivered at Sandstone to Northern Natural 
Gas Company. An exchange service has been worked out 
with Northern Natural Gas Company calling for the re- 
delivery to Transportation Company of like amounts of 
gas at Ogden, Iowa and at a point near Republic, Michigan. 
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Q. Going back to an earlier question of why the difference 
in costs between the two companies’ applications, ean any 
of these differences be explained by Transportation Com- 
pany using lower unit costs for comparable facilities? A. 
No, they cannot. Except for minor items, the unit invest- 
ment costs used in the estimate when compared on a like 
basis are at least equal and generally higher in our applica- 
tion than in Great Lakes’. 

Q. Can you give me some examples to support that posi- 
tion? A. Yes, I can. In the State of Minnesota where the 
two companies proposed 36” pipelines are in similar areas, 
a good comparison of the construction costs can be made. 
For the pipe laying operation alone, Transportation Com- 
pany used $7.37/ft. while Great Lakes comparable cost is 
$6.78/ft. The overall direct labor cost (which includes road 
crossings, weights, 
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Norrurrn Narvran Gas TRANSPORTATION CoMPANY 


Summary or Esrmatep Cosr 


First Year Cost 
Second Year Cost 
Cumulative Total 
Third Year Cost 
Cumulative Total 
Fourth Year Cost 
Cumulative Total 
Fifth Year Cost 
Cumulative Total 


$ 40,406,000 

130,193,000 
$170,599,000 

6,532,000 
177,131,000 


4,883,000 


182,014,000 


$185,298,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
First Year — 1966 
Company 
Contract Auto-Mech 


Facilities to be Company Labor and Com pany, Equipment Right- 
Constructed Material Material Labor andOther Land of-Way 


Pipeline Facilities: 


214 mi. 36” O.D. Pipeline 
from Niles, Michigan to 
St. Clair, Michigan $21,146,424 $13,898,279 $ 34,238 $11,413 $ 789,646 $% 35,880,000 


Plant Facilities: 

Station T-1 Michigan: 

2-1040 HP Turbine units 

with related facilities 525,430 130,875 5,400 6,295 5,000 673,000 
Station 8-8 Michigan: 

1-6000 HP Turbine unit 

with related facilities 1,030,700 250,050 9,600 10,650 5,000 1,306,000 


Total Plant Facilities $ 1,556,130 380,925 $15,000 $16,945 $10,000 $ 1,979,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
First Year — 1966 (Cont’d) 


Facilities to be 
Constructed 
Miscellaneous: 

District Office (1) 
Communication Equipment 
Furniture 

A.M.E, and Tools 

Line Purge & Fill 

Bysatem Control 


Total Miscellaneous 


Measuring Facilities: 


Niles, Michigan 

8-10” Oriflee Meter Runs 
Belle River Mills Field, Mich, 
2-12" Orifice Meter Runs 


8t, Clair, Michigan 
8.50" Orifies Meter Runs 


Total Measuring Facilities 


Contract 
Labor and 


Company 
4 Material 


Material 


Antonie 


Fey ties? aay Right- 


Com ny 
ther of-Way 


La 


16,150 
338,600 
12,000 
75,000 
198,000 
58,000 


$ 392,750 


40,020 
2,800 


$ 31,300 
87,600 


180,500 


$ 1,575 $ 2,255 
1,000 600 


$ 5,000 


200 
$ 3,055 


$ 


Totals 


65,000 
88,000 
12,000 
75,000 
198,000 
70,000 


458,000 


41,000 
51,000 


257,000 
349,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 


First Year — 1966 (Cont’d) 


Com: 


Contract Auto- oh 
Facilities to be Company Labor and Company Equipment 
r 


ht- 
Constructed Material Material andOther Land on teey Totals 
Total Cost of Facilities 


$ 38,666,000 
Interest and Overheads 1,740,000 


Total First Year $ 40,406,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 


Second Year — 1967 


« Company 
Contract Auto-Mech 
Facilities to be Laborand Company Equipment Right- 
Constructed Material Labor andOther Land of-Way 


285.4 mi, 36” O.D. pipeline 
from The International 
boundary near Emerson, 
Manitoba to Northern Natural 
Gas Co,’s line near Sandstone, 
Minn, 


$27,480,443 $15,938,472 $ 45,661 $15,220 $ 162,204 $43,632,000 


195 mi. of 36” O.D, Pipeline 
from Ogden, Iowa to lowa- 
Illinois state line 18,808,153 8,489,256 31,198 10,399 103,994 27,443,000 


147 mi, of 36” O.D. pipeline 
from Iowa-Illinois State line 
to Illinois-Indiana State line 14,436,114 8,799,047 23,619 7,840 313,580 23,581,000 


64 mi. of 36” O.D. pi, 
from linois-Indiana State line 
to Indiana-Michigan State line 6,233,369 4,145,386 10,239 3,413 310,594 10,703,000 


11 mi. of 36” O.D. pipeline 
from Indiana-Michigan State 
line to Niles, Michigan 1,053,142 516,207 1,760 687 89,804 1,611,000 


186.4 mi. of 12%” O.D. pipe- 

line bin Re eae ie the 

Intern: un near 

Sault Ste Marie, Mich? 2,381,780 5,429,041 20,822 9,941 124,407 7,975,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Second Year — 1967 (Cont’d) 


cate Mex 

Contract Auto-Mech 

Facilities to be Company Laborand Company Equipment Right- 

Constructed Material Material Labor andOther Land of-Way Totals 


9.1 mi. of 656” O.D. Pipeline 
to Rapid River, Michigan $ 52012 $ 143,195 ¢$ 1,455 $ 485 $ 4,853 $ 202,000 


1.6 mi. of 44%” O.D. Pipeline 


to Rudyard, Mich. 8,870 10,936 256 85 853 21,000 


5.7 mi. of 344” O.D. Pipeline 
to Manistique, Michigan 25,434 83,310 912 304 3,040 113,000 


8.3 mi. of 344” O.D. Pipeline 
to Newberry, Michigan 36,879 63,924 1,328 443 4,426 107,000 


Total Pipeline Facilities $70,516,205 $43,619,673 $146,150 $1,057,255  $115,388,000 


Plant Facilities: 


Emerson 8ta., Minn.: 
1-5500 HP Reciprocating unit 
with related facilities $ 1,286,400 $20,500 $ 1,776,000 


Station N-2 Minn.;: 
2-5000 HP Turbine units 
with related facilities 2,084,800 17,000 2,511,000 


Facilities to be 
Constructed 


Stations 8-2 Iowa: 
1-6000 HP Turbine with 
related facilities 
Station 8-8 Michigan: 
1-5500 HP Turbine with 
related facilities 
Station 8-4 Illinois: 
1-6000 HP Turbine with 
related facilities 


Total Plant Facilities 


Measuring Faotlittes: 

Rapid River, Michigan 

2-8" orifice moter runs 
ue, Mich, 

2-4” orifice meter runs 

Newberry, Mich. 

2-4” orifice meter runs 

Radyard, Mich. 

2-6” orifice meter runs 

Bault Ste. Marie, Mich. 

2-6” orifice meter runs 


St. Ignace, Mich. 
2-3” orifies meter runs 


Material 


$ 1,012,700 $ 250,050 


818,600 88,600 


1,030,700 250,050 


$ 6,233,200 $ 1,422,700 


25,675 
19,675 
19,675 
22,675 
22,675 


15,675 


Company 

Bai ech 
y uipment ight- 
Labor andOther Land of-Way 


$ 9,600 $10,650 ¢$ 5,000 


3,800 4,000 


9,600 10,650 5,000 
$ 57,300 $62,800 $20,000 


Totals 


$ 1,288,000 


915,000 


1,306,000 
$ 7,796,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Second Year — 1967 (Cont'd) 


cute btext 

Contract Auto-Mech 

Facilities to be Company Labor and Moti! Equipment Right- 

Constructed Material Material Labor andOther Land of-Way Totals 


Bault Ste Marie, Ontario 
2-8” orifice meter runs 1,090 $ 25,675 $ 6525 ¢$ 210 ¢$ 500 28,000 


Near Sandstone, Minn, 
5-16” orifice meter runs 92,855 15,750 2,100 1,295 1,000 113,000 


Total Measurement 100,485 $ 167,475 ¢$ 5,775 $2,765 §$ 4,500 281,000 


Miscellaneous: 
Warehouse (3) 24,210 $ 58140 $ 2850 $4800 $ 9,000 99,000 
Communication equipment 90,800 8,400 104,000 
A.M.E, and Tools 270,000 270,000 
District Office (3) 48,450 120,060 15,000 195,000 
Line Fill & Purge 454,000 454,000 
Total Miscellaneous 887,460 $$ 186,600 $ 10,575 $13,365 $24,000 $ 1,122,000 
Total Cost of Facilities $124,587,000 
Interest and Overheads 5,606,000 


Total Second Year $130,193,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Third Year — 1968 


Company 
Contract Auto-Mech 
Facilities to be Company Laborand Company Equipment ht- 
Constructed Material Material Labor andOther Land ot Way 


Plant Facilities: 


Emerson Station, Minn,; 
1-5500 HP Reciprocating unit 
with related facilities $ 1,021,500 ¢$ 209,400 ¢§ 10,000 = $11,100 $ 1,252,000 


Station N-4 Minn,: 
2-5000 HP Turbine units 
with related facilities 2,121,980 890,875 15,560 17,145 = 5,000 2,550,000 


Station 8-6 Indiana; 


1-6000 HP Turbine unit 

with related facilities 1,049,830 251,625 9,750 10,795 5,000 1,327,000 
Station 8-4, Iinois: 

1-5500 HP Turbine unit 

with related facilities 818,600 88,600 8,800 4,000 915,000 


Total Plant Facilities $5,011,860 $ 940,000 89,100 43,040 910,000 > 6,044,000 

Miscellaneous: 
District Office $ 16150 $ 40,020 ¢ 1,575 $3,955 9 5,000 05,000 
Warehouse (1) 8,070 19,880 950 1,600 33,000 
Communication Equipment 4,000 4,000 
A.ALE, and Tools 75,000 Pe 
$ 103,220 $ 2,625 6 3,855 177,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Third Year — 1968 (Cont’d) 


Company 
Contract Auto-Mech 
Facilities to be Company Laborand Company Equipment ht- 
Constructed Material Matorial Labor andOther Land of-Way Totals 


Total Cost of Facilities 
Interest and Overheads 
Total Third Year 


$ 6,221,000 
311,000 
$ 6,532,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Fourth Year — 1969 
Company 

Contract Auto-Mech 
Facilities to be Company Laborand Company Equipment 
Constructed Material Material Tater and Other Land 
Plant Facilities: 
Emerson Station, Minn.: 


1-5500 HP Reciprocating unit 
with related facilities 


$ 1,021,500 $ 209,400 ¢ 10,000 = $11,100 $ 1,252,000 


Station 8, Iowa: 
1-5500 HP Turbine unit 
with related facilities 1,035,800 270,155 10,600 12,445 $8,000 1,337,000 


Station 8-2, Iowa: 
1-6000 HP Turbine unit 
with related facilities 825,100 89,600 3,900 4,400 923,000 


Station 8-6, Indiana: 
1-6000 HP Turbine unit 
with related facilities 825,100 89,600 3,900 4,400 923,000 


Republic Station, Michigan; 
2-1040 HP Turbine units 
with related facilities 44,450 146,600 6300 6,650 5,000 209,000 


Total Plant Facilities $ 3,751,950 $ 805,355 $ 34,700 $38,995 $13,000 $ 4,644,000 
Miscellaneous: 


A.M.E,. and Tools 6,000 
Communication Equipment 1,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Fourth Year — 1969 (Cont ’d) 


Company 
Contract Auto-Mech 
Facilities to be Company Labor and Company Equipment Right- 


Constructed Material Material Labor andOther Land of-Way Totals 
Total Cost of Facilities @ 4,883,000 


Interest and Overheads 232,000 


Total Fourth Year $ 4,651,000 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY 
ESTIMATED COST OF FACILITIES 
Fifth Year — 1970 


Company 
Contract Auto-Mech 


Facilities to be Company Labor and Company juipment ht- 
Constructed Material Material Taber re Other Land of. Way Totals 
Plant Facilities: 


Emerson Station, Minnesota: 
1-5500 HP Reci rocating unit 
with related facllitics 


Btation 8-4, Ilinois: 
1-6000 Turbine unit 
with related facilities 840,400 89,500 3,900 4,200 938,000 


$1,021,500 ¢ 209,400  $ 10,000 $11,100 $ 1,252,000 


Btation 8-8 Mich i 
1-6000 HP Turbine unit 


with related facilities 840,400 89,500 3,900 4,200 938,000 


Total Plant Facilities $ 2,702,300 $ 388,400 $ 17,800 $19,500 $ 3,128,000 
Interest and Overheads 156,000 


——_—___. 
Total Fifth Year $ 3,284,000 
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5171 
Basis ror Esrimarep Cosr 
1. Material costs are based on current material prices 
furnished by suppliers. 
2. Contract costs were estimated in detail. 


3. Company labor and company auto-mech equipment 
and other costs are based on historical data. 


4. Right-of-way costs are based on amounts paid during 
construction of other projects in the same general area. 
Adjustments were made to historical data for right-of-way 
width. 
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NORTHERN NATURAL GAS COMPANY 
CONTRACT D 


1 3 
Heating Season 


Line Sub-System Na a EIS Line 

No. Community Utility 1966-67 1967.68 1968-69 1969-70 1970-71 No. 
1 #F ‘ton to Twine Cities 1 
2 Farmington, Minnesota f 


Hastings, Minn, #1 
Inver Grove, Mint 1 
Inver Grove, Minn, 
Inver Grove, Minn, 
Inver Grove, Minn, 
Inver Grove, Minn, 
Inver Grove, Minn, 
Inver Grove, Minn. 
Inver Grove, Minn, 
Minneapolis, Minn, #1 
polis, Minn. 
Minneapolis, Minn, 
Minneapolis, Minn, 
Rosemount, Minn, 
mount, Minn, 
Rosemount, Minn, 
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TOTAL 402,752 


Hearing Ex. No. 52D 


NORTHERN NATURAL GAS COMPANY Schedule 1 


Incremental Cost of Service Applicable to Facilities Required North from Ogden Compressor 
Station, Assuming No Exchange of Gas with Northern Natural Gas Transportation Company, 
Compared with Cost of Service of Facilities Required in This Application 
Estimated for the Years 1966-1971 


Hon Calendar Year 
Particulars Ref. 1966 1967 1968 1969 1970 1971 


(a) (d) (e) (f) (g) (h) 
Operationand Maintenance Expenses $ 36,880 $ 189,320 $ 280,630 $ 334,420 $ 391,220 
Depreciation 48,300 346,500 658,700 849,800 1,045,700 
Taxee—Other than Income 162,490 373,320 488,630 636,850 
Taxes—Federal Income 327,400 612,500 772,600 931,100 
Taxes—State Income 12,700 23,700 29,900 36,000 
Return at 6.5% 629,400 1,176,400 1,482,400 1,784,600 


Total Incremental Cost of Service 222,090 1,667,810 3,125,250 3,957,750 4,825,470 


Net Cost of Service for Facilities 

Applied For—Exhibit No. —— 

(OPW #1) (16,530) (41,990) 636,490 1,455,940 1,476,450 1,734,800 
Reduction in Cost of Service to 

Northern’s Present Customers 

Resulting from Exchange of Gas 

with Northern Natural Gas 


Transportation Company 


5351 
Direct Testimony of Louis Zanoff 


Northern Natural Gas Company 
Docket No. CP66-212 


Northern Natural Gas Transportation Company 
Docket No. CP66-213 


Q-1. Please state your name and address. A-1. My name 
is Louis Zanoff. My business address is 724 Ninth Street, 
N. W., Washington, D. C. 

Q-2. What is your occupation? A-2. I am associated 
with H. Zinder & Associates, Inc. as a senior consultant. 

Q-3. Are you an engineer? A-3. Yes. I have a degree 
of Bachelor of Science in Electrical Engineering granted 
to me by the University of Michigan in 1932. 

Q-4. Do you belong to any professional engineering orga- 
nizations? A-4. Yes. I am Senior Member of the Institute 
of Electrical and Electronics Engineers and a member of 
the Society of American Military Engineers. 

Q-5. Are you a registered professional engineer? A-5. 
Yes. I am registered in the District of Columbia as a pro- 
fessional engineer. 

Q-6. When did you become associated with H. Zinder & 
Associates, Inc.? A-6. I joined the firm in May of 1965. 

Q-7. By whom were you employed prior to May of 1965? 

-7. Between January of 1935 and May of 1965 I was on 
the staff of the Federal Power Commission. 
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Q-8. What positions have you held while with the FPC? 
A-8. The positions were in the engineering field at various 
civil service levels. My most recent positions included 
those of Assistant Chief in the Bureau of Rates and Gas 
Certificates between 1956 and 1962, Chief of the Pipeline 
Division of the Bureau of Natural Gas between 1962 and 
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1965 and Special Assistant to the Chief of the Bureau of 
Power in 1965. 

Q-9. Please outline your duties and experiences while on 
the staff of the Federal Power Commission. A-9. Gen- 
erally, the duties involved supervision of a staff engaged 
in the review of rate and certificate proposals initiated 
by natural gas companies and rate proposals initiated by 
electric public utilities to determine whether such pro- 
posals were adequately supported by operating and finan- 
cial data and were consistent with the provisions of the 
Natural Gas Act and the Federal Power Act, the Commis- 
sion’s Rules and Regulations, and the precedents and 
policies established by the Commission and the decisions 
of the Courts. Similar rate and service review was made 
in instances initiated by the Commission, the difference 
being that initially in such instances the review was made 
of the existing operations, rate structure and financial re- 
sults to determine whether and what changes were appro- 
priate under the circumstances. More important aspects 
of this work included cost of service studies, allocation of 
costs, design of rate structures and tariffs, and studies of 
system facilities and operations. During the period 1962- 
1965 the staff under my supervision totaled over 100 per- 
sons, and included engineers, accountants, economists and 
geologists. 
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Q-10. Mr. Zanoff, have you appeared as a witness in 
hearings? A-10. Yes. I have been a staff witness in a 
number of hearings held by the Federal Power Commis- 
sion. I also appeared as a witness in the Federal District 
Court in Detroit on a natural gas matter initiated by the 


FPC. 
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Q-20. Mr. Zanoff, are you familiar with Exhibit No. 57-A 
(HMS-1), which contains a contract between Northern 
Natural Gas Company and Northern Natural Gas Trans- 
portation Company? A-20. Yes, I am. 

Q-21. What is the basic operational purpose of the con- 
tract? A-21. The basic operational purpose of the contract 
is to establish terms and conditions for the exchange of 
gas between the two companies through coordinated opera- 
tion of their systems. The proposed operations of the two 
systems under this contract have already been. described 
on this record by Mr. LoChiano. 

Q-22. Does the concept of this coordinated operation of 
the two systems achieve other results? A-22. Yes. The 
coordinated operation of the two systems will result in 
the achievement of economic benefits for each system and 
thus to their customers. 

The principal benefits stemming from the coordination 


of the two systems are measurable by the avoided costs 
to each party resulting 
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from elimination of pipeline facilities otherwise required 
to serve its customers and the avoided costs of operation 
and maintenance which otherwise would be required. 

Q-23. Mr. Zanoff, please turn to Exhibit 54-D (LZ4). 
Was it compiled by you or under your supervision? A-23. 
Yes. It was prepared by summarizing data which are 
already in the record. 

Q-24. Please explain the exhibit for the record. A-24. 
Let us turn first to Schedule 1 of the exhibit. This schedule 
summarizes the avoided facility costs under our proposal. 
There we see that facility costs of the Great Lakes company 
system in the fifth year are estimated at about 211.7 million. 
dollars, compared with facility cost of about 185.3 million 
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dollars for the Transportation company project for the 
same year. Thus, for this aspect of the project, our plan 
avoids a total of about 26.4 million dollars of investment. 

The same schedule shows that under our coordinated 
plan Northern Natural Gas Company would have to add 
facilities costing about 14.6 million dollars as contrasted 
with about 29.9 million dollars investment which Northern 
Gas would have to make if the coordination arrangement 
with the Transportation company is not effectuated. Thus, 
the avoided facility cost to Northern Gas under our plan 
would be some 15.3 million dollars. 

Therefore, if the Great Lakes joint proposal is left 
intact, the cost of the required facilities for the Great Lakes 
and Northern Gas systems would amount to about 241.6 
million dollars. On the other hand, 
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our proposal would require the installation of facilities 
costing only about 199.9 million dollars. Thus, the avoided 
facility costs which result from our project total some 
41.7 million dollars, or some 17% less than the amount 
which would be required under the Great Lakes proposal. 
The direct result of these avoided facility costs is the 
reduction in the cost of service chargeable to customers 
through rates for service received by them. Schedule 2 
of the exhibit shows that under the transportation rate 
resulting from the Northern coordinated project Trans- 
Canada, and thus its customers, would obtain an annual 
saving in cost of service amounting to about 3.3 million 
dollars in the fifth year of transportation service and 
annually thereafter, when compared with charges under 
Great Lakes proposed rates. The exhibit also shows that 
the total saving to Trans-Canada and its customers for 
the first five years of transportation service under the 
Northern coordinated proposal is over 11 million dollars. 
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Schedule 2 also shows that as a consequence of the cost 
avoidance and resulting savings in the cost of service, 
Michigan Consolidated will likewise benefit from the North- 
ern coordinated project. You will note that in the fifth 
year of service Michigan Consolidated will have a cost 
of gas about $377,000 lower under our proposal than under 
the Great Lakes proposal. Such cost saving will continue 
annually thereafter. You will note also that under the 
Northern proposal Michigan Consolidated will avoid gas 
purchase costs totaling $813,000 for the first five years of 
service. 
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Thus, for the two specific services proposed by Great 
Lakes, the Northern coordinated proposal will result in 
savings to the two customers of about 3.7 million dollars 
during the fifth year of service and annually thereafter. 
For the first five years of service, the savings to Trans- 


Canada and Michigan Consolidated in charges payable by 
them will total almost 12 million dollars under the Northern 
coordinated proposal. 

Schedule 2 further shows that the avoided annual costs 
for Northern Natural Gas Company will amount to almost 
3.1 million dollars in the fifth year of the coordinated proj- 
ect, and annually thereafter. For the first five years of 
the coordinated project the cost savings to Northern Gas 
total about 8.6 million dollars. 

Thus, in the fifth year of service the avoided annual costs 
resulting from the Northern coordinated project will pro- 
duce savings of almost 6.8 million dollars, of which 3.7 
million dollars is the total of savings to Trans-Canada 
and Michigan Consolidated and 3.1 million dollars is the 
saving to Northern Natural Gas Company. Grouping these 
avoided cost savings slightly differently, we note that the 
benefits to the Canadian consumers under the Northern 
coordinated project will amount to almost 3.3 million 
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dollars per year and that the benefits to the American con- 
sumers resulting from the same project will amount to 
almost 3.5 million dollars per year. 

Under either grouping of the savings resulting from 
avoided cost, it is clear that such savings are equalized 
between the component systems 
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of the Northern coordinated project to as practicable an 
extent as possible. Accordingly, it appears that for the 
proposed Northern coordinated project it is equitable and 
proper that no charges should be made by either party 
to this system coordination contract for services it re- 
ceived thereunder. 
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Exhibit No. 54-A (LZ-1) 


Schedule 1 


NorrHern Naturau Gas TRANSPORTATION COMPANY 


Condensed Statement of Proposed Rate Levels for 
Trans-Canada and Michigan Consolidated 


For Long Term Services 
Contract with Trans-Canada: 


Transportation of gas for Trans-Canada from Emer- 
son, Manitoba, beginning November 1, 1967, to Sault 
Saint Marie, Michigan and Saint Clair, Michigan. 

Demand Charge: $2.54 per month per Mef of Daily 
Contract Quantity 

Commodity Charge: 3.6¢ per Mcf redelivered 

Minimum Monthly Bill: Demand charge plus the com- 
modity charge multiplied by the number of days in 
the month mutiplied by 75% of the Daily Contract 


Quantity. 
252 


Authorized deliveries in excess of the Daily Contract 
Quantity: 
Commodity Charge: 6.5¢ per Mef of gas delivered 
Measurement Base: 14.73 psia, 60° F. 


Contract with Michigan Consolidated: 

Sale of gas to Michigan Consolidated, beginning Nov- 
ember 1, 1967 at Belle River Mills, Sault Saint Marie 
and other points in Michigan. 

Demand Charge: $5.16 per month per Mef of Daily 
Contract Quantity. 

Commodity Charge: 23.2¢ per Mef delivered. 

Minimum Monthly Bill: Demand charge plus the com- 
modity charge multiplied by the number of days in 
the month multiplied by 75% of the Daily Contract 
Quantity. 

Authorized deliveries in excess of the Daily Contract 
Quantity: 

Commodity Charge: 30.5¢ per Mef of gas de- 
livered. 

Measurement Base: 14.73 psia, 60° F. 


Average Charges per Mcf for Firm Service at Various 
Load Factors: 


Annual Trans- Michi, 
Load Factor Canada Consolidated 


100% 
95 
90 
85 


80 
75 (Minimum) 
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Hearing Ex. No. 57 


PREPARED DIRECT TESTIMONY 
OF H. M. SAMPSON 
NORTHERN NATURAL GAS COMPANY 
NORTHERN NATURAL GAS TRANSPORTATION COMPAY 


Docket Nos. CP66-212, CP66-213, CP66-214 
and CP66-215 


Q. Please state your name and address. A. H. M. 
Sampson, 2223 Dodge Street, Omaha, Nebraska. 

Q. By whom are you employed and in what capacity? 
A. I am employed by Northern Natural Gas Company as 
Vice President of Marketing. 

Q. Are you an officer of Northern Natural Gas Transpor- 
tation Company? A. Yes. I am vice president of the Trans- 
portation Company. 

Q. Are you appearing as the policy witness for both 
Northern Natural Gas Company and Northern Natural Gas 
Transportation Company? <A. Yes. In addition to spon- 
soring an exhibit, I am the policy witness for both com- 
panies. 

Q. Mr. Sampson, please refer to Exhibit No. 57A (H. 
M.S.-1) and state what is contained in this Exhibit. A. 
This exhibit contains gas sales, gas purchase and gas trans- 
portation-exchange contracts of Northern Natural Gas Com- 
pany and Northern 
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Hearing Ex. No. 57A 
GAS EXCHANGE CONTRACT 


This contract is made as of the day of = 
196 , by and between Northern Natural Gas Transporta- 
tion Company, a Delaware corporation (“Transporter”) 
and NORTHERN NATURAL GAS COMPANY, a Delaware corpora- 
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tion (“Northern”), pursuant to the following recitals and 
representations : 


10.21 Shall have a total heating value of not less than 
Nine hundred eighty five (985) British thermal units 
per cubic foot and shall otherwise be of equivalent 
quality to the gas redelivered by Northern to Trans- 
porter at the Ogden, Iowa delivery point. 


10.3 If the gas offered for exchange by Transporter shall 
fail at any time to conform to the specifications set forth 
in Section 10.2 of this 
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Hearing Ex. No. 68 
H. Purcell 
Great Lakes Gas Transmission Company 
Mainline and Lateral 
5. Pree 
¢. Pipe Installation Costs 
The pipe installation prices include mobilizing equip- 
ment and personnel, clearing and grading the right-of-way, 
rip-rapping where necessary, machine and rock ditching, 
stringing the pipe—including all handling from the railroad 
cars to the right-of-way, bending, laying, and welding the 
pipe—including furnishing the welding rod, applying the 
coating and wrapping materials, furnishing and applying 
rock shield, padding the ditch where necessary, lowering-in 
the pipe, tieing-in the sections, backfilling, hydrostatically 
testing the pipeline, cleaning-up the right-of-way, installing 
ground and aerial markers and cathodic test stations, and 
settling any off right-of-way damage claims that may arise. 
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The installation costs are intended to include all ma- 
terials and services that a pipeline installation contractor 
normally furnishes in the course of laying the pipeline. 
Installation cost of facilities ancillary to the pipeline, such 
as casing, valves, scraper traps, concrete weights, etc., are 
not included under pipe installation. 


Pipe installation prices per lineal foot were calculated 
taking into account all items that would affect the con- 
tractor’s costs, such as type of terrain, quantities of timber, 
rock and swamps, prevailing or escalated wage rates for 
the contemplated construction periods, estimated number of 
men and quantities of equipment in each construction crew, 
and estimated average daily progress. The contractor’s 
normal charges for overhead and profit were added to his 
estimated cost to determine the installation price. 


Watercourses 90 feet and over in width were considered 
as presenting extraordinary construction problems and 
were therefore priced at the rule-of-thumb figure of $50.00 
per lineal foot instead of the calculated installation price. 

The installation price for the crossing of the Straits of 
Mackinac was determined by investigations into Lakehead 
Pipeline Company’s installation costs for their very similar 
crossing of the Straits, and by analyses of the effects of 
similarities and dissimilarities between the two crossings. 
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H. Purcell 


c. Pipe Installation Costs 
(Continued) 


The international border crossing of the St. Clair and 
St. Marys Rivers are fairly typical crossings, and were 
priced on the basis of costs of recent crossings of com- 
parable rivers. 
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All mainline installation prices were calculated for a 30” 
O.D. pipeline. Adjustments of these prices for other sizes 
in the 267-36” O.D. range were made on the following basis : 


0.7 
$/LF for Size A (O.D. a) 


$/LF for 30”0.D. _ 0.7 
(30) 


Experience has shown that this method is within the ac- 
curacy of this type of estimate and is reasonable when ap- 
plied to narrow ranges of pipe sizes. 


A single tabulation of installation costs per lineal foot 
for various sizes considered for the Great Lakes mainline 
is attached. A compilation of detailed estimate sheets for 
the 30” pipe prices entitled Determination of Contract In- 
stallation Costs is in the general project files. 
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Hearing Ex. No. 84 
UNITED STATES OF AMERICA 


BEFORE THE 
FEDERAL POWER COMMISSION 


In the Matters of 
Great Lakes Gas Transmission Company 
Docket Nos. CP65-171, CP65-172 and CP65-173 


PETITION OF NORTHERN NATURAL GAS 
COMPANY FOR LEAVE TO INTERVENE 


Comes now Northern Natural Gas Company (Northern) 
and, pursuant to the provisions of Section 15 of the Na- 
tural Gas Act, Section 1.8 of the Commission’s Rules of 
Practice and Procedure and the Notice of Application is- 
sued in the above-entitled proceedings on January 4, 1965, 
hereby Petitions for Leave to Intervene. In support of this 
Petition, Northern shows the following: 

IL. 

Northern is a Delaware corporation having its principal 
place of business at 2223 Dodge Street, Omaha, Nebraska. 
Northern is a “natural-gas company” within the meaning 
of the Natural Gas Act, as amended, and pursuant to cer- 
tifieates of public convenience and 
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necessity issued by this Commission, is engaged in the pur- 
chase of natural gas and the transportation and sale of 
natural gas for resale in interstate commerce. Northern 
transports gas through or into the States of Texas, Okla- 
homa, Kansas, Nebraska, Iowa, Illinois, Wisconsin, Min- 
nesota and South Dakota and Northern sells gas in each of 
such States. Additionally, at Docket No. CP64-255, Phase 
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II, Northern is requesting a certificate of public convenience 
and necessity authorizing it to construct and operate facili- 
ties to enable it to sell gas for distribution and consump- 
tion in northern Wisconsin and in the Upper Peninsula of 
Michigan. 


The pipeline of Great Lakes is proposed to be located in 
and will traverse areas and markets in which Petitioner 
presently operates certificated facilities and areas and mar- 
kets in which Petitioner is currently seeking authority to 
construct facilities (Cf. Docket No. CP64-255, Phase II). 

Petitioner thus has an interest in and desires to develop 
all relevant facts pertaining to inter alia, the gas supply 
available to Great Lakes and/or Trans-Canada, the nature, 
size and character of the markets referred to in Great 
Lakes’ application, the engineering design of the proposed 
project, its costs, financing and proposed rates and charges, 


as well as all other matters and factors bearing upon resolu- 
tion of the question whether present or future public con- 
venience and necessity 
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requires or will require certification of Great Lakes’ project. 
Pursuant to the provisions of Section 157.10 of the Com- 
mission’s Regulations under the Natural Gas Act, Petitioner 
requests that a formal hearing be held herein so that all 
of such relevant facts may be elucidated and explored. 


V. 


As demonstrated above, Northern has a direct and sub- 
stantial interest in the proceedings at Docket Nos. CP65- 
171, CP65-172 and CP65-173. This interest is not and can- 
not be adequately represented by any other party to these 
proceedings. 
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2/ Eetimated potential annual capacity for Minnesota Taconite Plante ie from a report entitled Minnesota's 
by Eugene P. Pfleider. Thie report also indicated other mines in the Minnesota Ranges 
have an additional estimated potential annual capacity of 29 million tons for en aggregate total of 
110+ million tons. 


Mote: Contract demand and estimated annual sales for the iron ore beneficiation plaste were taken from 
che Market Data supplied by the Operating Companies and included in F. P. C. Docket Moe. C?64-255, 
Phases I & II, CP65-344, and CP66-206. Hanna Mining Co.'s National Plant aed Jones & Laughlin were 
extrapolations of similar sized plants. Current negotiations with Manna Min ing Co. indicate a 
Tange of 7200-8200 Mcf of contract demand for the National Plant. 


Wuenrerore, Northern requests that it be permitted to 
intervene in those proceedings and that it be made a party 
thereto for all purposes. 


NORTHERN NATURAL GAS COMPANY 
Respectfully submitted, 


By Justin R. Wolf 
Its Attorney 
F. Vinson Roach 
Jack C. Osborne 
Daniel B. O’Brien, Jr. 
2223 Dodge Street 
Omaha, Nebraska 


Justin R. Wolf 
Charles A. Case, Jr. 
Wolf & Case 
1625 K Street, N.W. 


Washington, D.C. 20006 


Attorneys for Northern Natural Gas Company 
Dated: January 29, 1965 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket Nos. 
CP65-171, CP65-172, CP65-173 


Great Lakes Gas TRANSMISSION COMPANY 


CP65-349, CP65-350, CP65-351 
Mowesrern Gas Transmission Company 


CP65-357, CP65-358, CP65-359 


Micnican Wisconsin Pips Line Company 


Petition for Permission To Withdraw Applications 


Comes now Michigan Wisconsin Pipe Line Company 
(‘‘Michigan Wisconsin’’) and, pursuant to Section 1.11(d) 
of the Commission’s Rules of Practice and Procedure, re- 
spectfully requests permission to withdraw its applications, 
as amended, in the above-captioned Docket Nos. CP65-357, 
CP65-358 and CP65-359. Michigan Wisconsin understands 
that Great Lakes Gas Transmission Company (‘Great 
Lakes’’) and Midwestern Gas Transmission Company 
(‘‘Midwestern’’) are filing or will soon file similar requests 
for permission to withdraw their applications in the above- 
captioned Docket Nos. CP65-171, CP65-172 and CP65-173 
and Docket Nos. CP65-349, CP65-350 and CP65-351, respec- 
tively. There will thus be no occasion to hold the pre- 
hearing conference which is now scheduled for August 10, 
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1965 in these matters and it is respectfully requested that 
such conference be postponed without date. 
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In support of this request Michigan Wisconsin respect- 
fully shows: 


I 


After extended negotiations a revised project has been 
formulated which will be the subject of appropriate appli- 
cations which are now being prepared and will be promptly 
filed by Michigan Wisconsin, Great Lakes and Midwestern. 


Briefly stated, Trans-Canada Pipe Lines, Lifted (‘‘Trans- 
Canada”’) will deliver and sell an additional 113,000 Mef 
of natural gas per day plus fuel to Midwestern at the 
existing interconnection between their pipeline systems 
near Emerson, Manitoba. Midwestern will expand the 


capacity of its system and deliver and sell the additional 
113,000 Mef per day to Michigan Wisconsin at the existing 
interconnection between their systems near Marshfield, 
Wisconsin. Michigan Wisconsin will deliver the 113,000 
Mef per day by displacement at the present terminus of 
its pipeline system in the Austin area of central Michigan 
to Great Lakes which will be jointly owned by Trans- 
Canada and American Natural Gas Company and which 
will build a 36-inch pipeline from that point to Sarnia, 
Ontario, where the 113,000 Mef per day will 
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be delivered to Trans-Canada to meet the increased require- 
ments of its markets in eastern Canada. 


The 36-inch pipeline from the Austin area to Sarnia 
will be the first segment of the 36-inch pipeline from Emer- 
son, Manitoba to Sarnia which Great Lakes will complete 
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in the second year, along with a 10-inch branchline to the 
twin cities of Sault Ste. Marie in Michigan and Ontario. 
When the Great Lakes pipeline is completed Trans-Canada 
will continue to deliver the 113,000 Mef per day at Emerson 
Manitoba to Midwestern which in turn will continue to 
deliver that volume to Michigan Wisconsin at Marshfield, 
Wisconsin. In the second year Michigan Wisconsin will 
utilize 50,000 Mcf per day of such gas to serve the increased 
requirements of its customers and will reduce its deliveries 
to Great Lakes in the Austin area to 63,000 Mcf per day. 
In the third and subsequent years Michigan Wisconsin will 
utilize all of the 113,000 Mcf per day of Canadian gas for 
service to its markets in the United States. 


In addition to the foregoing, Michigan Consolidated Gas 
Company (‘‘Michigan Consolidated’’) will purchase di- 
rectly from Great Lakes at least 57,000 Mcf per day of 
Canadian gas at points along the Great Lakes pipeline 
for service to markets of Michigan Consolidated in the 


Upper and Lower Peninsula of Michigan. 
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Following completion of its pipeline Great Lakes will 
transport an initial volume of 392,000 Mcf per day of 
Canadian gas for Trans-Canada from Emerson, Manitoba 
to Sarnia and Sault Ste. Marie and the volume thus trans- 
ported for Trans-Canada will thereafter increase to 677,000 
Mef per day. 

0 

As will be more fully demonstrated in the applications 
which are being prepared and will be promptly filed, the 
joint project is a cooperative international undertaking 
which is clearly in the public interest from the standpoint 
of both the United States and Canada. 

At the outset, the additional 113,000 Mef per day which 
Trans-Canada urgently needs to meet the increased require- 
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ments of its customers in eastern Canada will be provided 
from the gas reserves of western Canada by displacement 
without delay and with a minimum initial investment. At 
the same time Midwestern and its customers, including 
Michigan Wisconsin, will receive the benefits of Midwest. 
ern’s expanded capacity and its increased revenues from 
the 113,000 Mef per day. 


The balance of the Great Lakes pipeline will be com- 
pleted under an orderly construction program in the second 
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year. Michigan Wisconsin will absorb the 113,000 Mef 
per day of Canadian gas it receives at Marshfield over a 
two-year period and Michigan Wisconsin will reduce and 
then terminate its deliveries to Great Lakes at the Austin 
area. In addition, Michigan Consolidated will purchase at 
least 57,000 Mcf per day of Canadian gas directly from 
Great Lakes. The economics of Great Lakes’ transporta- 
tion of Canadian gas from Emerson for Trans-Canada will 
thus be substantially improved and Great Lakes will be 
able to increase the volumes thus transported in pace with 
the requirements of Trans-Canada’s eastern Canadian 
markets. 


sung 


In order to facilitate a prompt consideration and de- 
termination by the Commission with respect to the project 
outlined above, it appears advisable for Michigan Wis- 
consin, Great Lakes and Midwestern to withdraw the ap- 
plications they now have on file and to file new applications 
which they are now preparing and will promptly file. 


Michigan Wisconsin therefore respectfully requests per- 
mission to withdraw its applications in the above-captioned 
Docket Nos. CP65-357, CP65-358 and CP65-359. 
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Michigan Wisconsin further requests that the pre-hearing 
conference now scheduled for August 10, 1965 in these 
matters be postponed without date. 


Respectfully submitted, 


Micuican Wisconsin Pree Live Company 


By /s/ Cuartes V. Soannon 
Charles V. Shannon 
Its Attorney 


Cuartes V. SHannon 
Lovuts Fiax 
May, Shannon and Morley 
1700 K Street, N. W. 
Washington, D.C. 20006 
Attorneys for Michigan Wisconsin 
Pipe Line Company 


August 2, 1965 
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Hearing Ex. No. 89 


ANSWERING TESTIMONY 
OF 
E,. H. HOLSTEAD 


Q. Mr. Holstead, I hand you a document marked Exhibit 
89A for identification and ask you to state the purpose of 
this Exhibit. A. Since this is a competitive proceeding, a 
fair evaluation of the merits of the projects involved re- 
quires that costs be considered on the basis of the same 
basic assumptions. This exhibit for purposes of compari- 
son, places the Great Lakes and Transportation Company 
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investment costs on as nearly a comparable a basis as pos- 
sible. 

Q. Please explain the Exhibit. A. Great Lakes esti- 
mated direct costs as shown in Exhibit 21E are set forth 
in the first line of Page 1 by years. Various adjustments are 
then made to make Great Lakes directly comparable with 
Transportation Company. 

Q. What changes in direct investment costs are reflected 
in this exhibit to put Great Lakes on a comparable basis 
with Transportation Company? A. Three changes have 
been made in direct facility costs. First, Great Lakes’ pipe 
costs have been estimated on the basis of using X-65 pipe 
rather than X-60 with freight charges on the pipe calculated 
using Milwaukee, Wisconsin, as the basing point rather than 
McKeesport, Pennsylvania. Second, no internal coating has 
been provided for the pipe. The detail of these changes is 
shown on Schedules 2 and 3 of this exhibit. However, we 
have applied these changes in costs only to the Emerson- 
Farwell portion of the Great Lakes line, not to the Far- 
well-St. Clair section, since X-60 internally coated pipe for 
that section has already been ordered and is now being 
delivered, and freight charges are based on McKeesport. 
Third, right-of-way acquisition costs have been treated as 
direct costs rather than as overheads. 
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Q. Please explain the changes you have just described. 
A. When Great Lakes prepared its application in this pro- 
ceeding, X-65 pipe was experimental and, according to our 
understanding, had not been accepted by the Federal Power 
Commission. If by the time pipe is ordered for the Emer- 
son-Farwell section of the line, X-65 pipe has been found 
acceptable to our engineers from a safety standpoint and 
its use has been approved by the Commission, Great Lakes 
could and would use that pipe. 
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Transportation Company’s pipe costs include freight 
charges based on the assumption that A. O. Smith’s mill 
at Milwaukee would be converted to the manufacture of 
36-inch pipe and would therefore be used as the basing point 
for calculation of freight charges for all pipe suppliers. If 
this is a valid assumption for Transportation Company, it 
is an equally valid assumption for Great Lakes, and freight 
charges on the Emerson-Farwell section of Great Lakes’ 
line have therefore been recalculated on that basis. 

With respect to internal coating, engineering opinions 
vary as to whether increased efficiency resulting from use 
of internal coating more than offsets its cost in reduced 
operating expenses. While we believe that internal coating 
is economically justified, in order to place the two projects 
on a comparable basis Great Lakes’ pipe costs have been 
adjusted to eliminate the cost of internal coating . 

We have also included Great Lakes’ right-of-way acquisi- 
tion and settlement costs as direct costs rather than in- 


cluding them as part of overhead costs, since Transporta- 
tion Company has followed that practice. 
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Q. What other changes in Great Lakes’ estimated costs 
have been reflected in this exhibit? A. As pointed out at 
Page 17 of Mr. LoChiano’s Exhibit 49, Transportation 
Company used a weighted average of 4.3% of direct costs 
for contingencies whereas Great Lakes used 5%. In this 
exhibit Great Lakes has likewise used 4.3%. 

Q. In your opinion is there any basis for Transportation 
Company’s using a different contingency factor than Great 
Lakes? A. None whatever. Contingencies are intended to 
cover changed circumstances subsequent to the preparation 
of an estimate and unforeseen at that time. Since this is 
purely a matter of judgment, there is no reason why dif- 
ferent factors should be used in comparing these two proj- 
ects. 
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Q. What change has been made in the interest and 
overheads factor? A. Great Lakes used factors of 1% 
during the first two years for interest and overheads and 
816% for the third, fourth and fifth years, while Transpor- 
tation Company used 414% and 5%, respectively. In this 
exhibit we have adjusted Great Lakes’ interest and over- 
heads factor, from which right-of-way settlement costs 
have been transferred, to make it directly comparable to 
Transportation Company. 

Q. In your opinion, Mr. Holstead, is there any basis for 
a difference in estimates of overheads as between Great 
Lakes and Transportation Company? A. There is no basis 
for any difference, except to the extent that Transportation 
Company simply appropriated work done by Great Lakes, 
such as river crossing designs, purchase, sale and trans- 
portation contracts, ete. 
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With respect to overheads generally, there is absolutely 
no basis for any assumption that the Northern Natural 
organization could engineer and supervise construction of 
pipeline facilities at less cost than Great Lakes can, utiliz- 
ing the services, where needed, of the Trans-Canada and 
American Natural organizations and an independent en- 
gineering firm. A job of this kind takes a certain number of 
man-hours of work to accomplish, and there is no reason 
to believe that Northern Natural personnel could do the 
work at any less cost. 

Furthermore, I disagree completely with the statements 
made by Mr. LoChiano at Pages 15 and 16 of his prepared 
testimony, Exhibit 49, that utilizing the services of an in- 
dependent engineering firm for a project of this kind results 
in higher costs. In my opinion exactly the opposite is the 
case. If Northern Natural were to build up an engineering 
department large enough to handle at $200,000,000 project 
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involving construction of approximately 1,000 miles of pipe- 
line in addition to Northern Natural’s regular construction 
on its own system, the costs of that department during 
periods of slack activity would have to be borne by Trans- 
portation Company as well as Northern Natural itself. It 
is precisely for this reason that Great Lakes employed an 
independent engineering firm; by that means we pay only 
for the work done on our project, and it is unnecessary to 
hire employees, rent space, incur fringe benefit obligations, 
etc. for employees whose services are not needed after the 
major project is completed. 

I also disagree with the theory stated by Mr. LoChiano 
that Transportation Company only incurs “incremental 
costs” because Northern Natural’s engineering, legal, pur- 
chasing and accounting 
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personnel would be used on Transportation Company’s 
work. A full allocation of all costs between Northern and 
Transportation Company, including payroll, expenses, of- 
fice, ete. would be required, based upon the time spent by 
these personnel on the affairs of each company. There is 
no reason to believe that Northern Natural personnel could 
conduct the affairs of Transportation Company at any less 
cost than Great Lakes’ personnel, assisted when required 
by personnel from the Trans-Canada and American Natural 
organizations can handle the affairs of Great Lakes. 

Q. What is the result of placing Great Lakes on the same 
basis as Transportation Company from an investment 
standpoint? A. Great Lakes’ investment costs are reduced 
by $11,071,000 to $200,598,000 over the first five years. This 
figure is used in Mr. Lynch’s Exhibit 914 as the basis for 
a recalculation of Great Lakes’ cost of service on a basis 
comparable with that of Transportation Company. 

Q. Mr. Holstead, is it your testimony that Great Lakes’ 
investment costs have been adjusted to a basis comparable 
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with those of Transportation Company because the latter 
are more accurate? A. No, it is not. We are convinced that * 
Transportation Company. used minimum figures through- 
out its cost estimates while those of Great Lakes are more 
conservative and more realistic. Cost of service is depend- 
ent on the actual cost of facilities constructed and in opera- 
tion. Whatever initial rate Transportation Company pur- 
ports to offer, in the end its rates would have to reflect the 
cost of service. We have, therefore, adjusted each element 
of the Great Lakes construction estimate which is subject 
to choice and judgment to reflect the basis used in Trans- 
portation Company’s 
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estimate. This does not in any way mean that Great Lakes 
agrees with or adopts the Transportation Company cost 
estimates. It simply reflects the fact that if Great Lakes 
has been too conservative in these elements of its cost es- 
timate, then Great Lakes’ cost of service will be less than 
estimated. On the other hand, if these elements of Trans- 
portation Company’s estimate are understated, then the 
costs of its project would exceed the estimate. 

Q. Mr. Holstead, showing you Mr. Lynch’s Exhibit 91A, 
do you sponsor certain schedules of that exhibit? A. Yes, 
I sponsor Schedule 2 of this exhibit except that Mr. Lynch 
will discuss the treatment of administrative and general ex- 
penses. 

Q. What is shown in Schedule 2 of Exhibit 914? A. We 
have made certain adjustments to Great Lakes’ operating 
cost estimates to make them directly comparable to those 
of Transportation Company. Our reason for doing so is 
exactly the same as I have indicated with respect to our 
adjustment of Great Lakes’ investment costs. 

Q. Please explain the adjustment of Great Lakes’ fuel 
and losses shown at Page 2 of Schedule 2 of Exhibit 914. 
A. Great Lakes’ original fuel use estimates differed from 
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those of Transportation Company in two respects. First, 
while both companies used similar manufacturers’ fuel use 
curves as a base, we increased Great Lakes’ fuel usage es- 
timate above the optimum to reflect a conservatively attain- 
able fuel rate. Second, Great Lakes used a relationship of 
peak day and annual fuel usage based on Trans-Canada’s 
experience. This results in a more conservative ratio of 
annual fuel use to peak day fuel use than that used by 
Transportation Company. 
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For the purpose of this comparison we have simply ad- 
justed Great Lakes’ fuel use estimates to employ the peak 
day heat rate and the ratio of peak day to annual use em- 
ployed by Transportation Company. The details of this 
calculation are shown on Page 2 of Schedule 2 of Exhibit 
91A. These adjusted volumes are priced out at the top of 
Page 1 of this schedule. 

Q. Have adjustments been made to Great Lakes’ opera- 
tions payroll to make it comparable with Transportation 
Company? A. Yes. The method followed is shown at Page 
3 of Schedule 2 of Exhibit 91A. Transportation Company 
has estimated a minimum complement of compressor sta- 
tion employees at each station and has included a minimum 
complement of pipeline employees located at each alternate 
compressor station. The employees and wage payments 
utilized by Transportation Company are shown at the top 
of Page 3. Beneath the Transportation Company stations 
we have set out Great Lakes’ compressor stations and have 
assumed that they would be staffed in a manner comparable 
to that proposed by Transportation Company. In a number 
of instances the personnel are shown to be exactly the same; 
where there are differences it is because one or more em- 
ployees are needed for particular purposes by one company 
but not by the other at the location. The adjusted field pay- 
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roll as derived on Page 3 is carried forward to line 6 of 
Page 1 of Schedule 2. 

Q. In your opinion is the estimate of number of em- 
ployees used by Transportation Company realistic or ade- 
quate? A. Transportation Company’s estimate certainly 
‘assumes an absolute minimum operating organization, 
which in my opinion is not realistic. While 
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compressor stations may be “automated” in the sense that 
they are controlled from another location, that does not 
reduce the number of employees required for maintenance 
and safety purposes. Transportation Company’s assump- 
tion that it could operate a pipeline over 1,100 miles in 
length and having over 100,000 horsepower with a total 
field complement of only 105 employees is not realistic. 

Q. Please explain how vou adjusted the other operating 
expense items shown on Page 1 of Schedule 2. A. We have 
restated Great Lakes’ compressor and pipeline supplies and 
expenses on exactly the same unit basis as was used by 
Transportation Company. We have assigned the same dol- 
lar costs to a Division office and have used the same unit 
costs for leased line communications facilities. 

Q. Are you responsible for the estimated additional cost 
to Transportation Company of moving from Ogden to St. 
Clair the additional volumes of gas to make up the differ- 
ence in heat content of Trans-Canada’s gas and Northern’s 
gas shown on Page 4 of Mr. Lynch’s Exhibit 91B? A. Yes, 
I am. We determined the additional volume required to 
make up the difference between 1011 and 982 BTU /cu. ft. 
and calculated the required operating horsepower on Trans- 
portation Company’s Ogden to St. Clair line to transport the 
increased volume. Using Transportation Company’s fuel 
factors and price we then determined the increase in fuel 
cost to transport the additional volumes. 
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Q. Does this represent the full cost of transporting the 
additional gas required to make up the Btu differential? 
A. No. This represents only the incremental cost in the 
fifth year. In my opinion it is much more realistic in assess- 
ing a long term project to use average system costs rather 
than incremental costs, and on the basis of 114¢ per 100 
miles the additional cost of transportation from Ogden 
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to St. Clair would be 9.47¢ per Mef, or a total of $618,000 
annually in the fifth year. 

Q. Did you make an estimate of the cost to Trans-Canada 
to handle the lower BTU and higher specific gravity gas 
which it might receive under the Northern proposal? A. 
Yes. This additional cost to Trans-Canada is defined in Ex- 
hibit 89B and is shown in line 2, of Mr. Lynch’s Exhibit 91C. 
As shown in Exhibit 89B the reduction in heat content from 
1,011 BTU to 982 BTU and the increase in specific gravity 
from 0.60 to 0.66 have the combined effect of increasing 
the equivalent volume which Trans-Canada would have to 
move east of St. Clair by 7.6% if the Northern gas were 
to be substituted for Trans-Canada’s gas. This would in- 
erease Trans-Canada’s annual cost of service on the St. 
Clair to Hamilton system alone by $314,000 in the fifth year. 
This cost, of course, would increase as the volume increases. 
There would also be an increasing additional cost on the 
system beyond Hamilton as more and more St. Clair gas 
would have to be moved east of Hamilton. This adverse 
cost effect would also be imposed on the systems of Trans- 
Canada’s distribution customers. 

Q. What other problems would you anticipate with the 
BTU difference in the two gas streams? A. The receipt 
of high BTU gas from Trans-Canada would require that 
Northern’s tariff be revised to use a therm basis rather than 
a volumetric basis to avoid a serious reduction in North- 
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ern’s revenue which would have to be made up by its cus- 
tomers. One could expect this change in heat content and 
the revision of tariff to be resisted by any of Northern’s 
customers who sell on a volumetric basis. In addition, 
Northern would face the serious mechanical problem of 
determining the heat content of gas delivered to specific 
customers at 
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the interface of the two gas streams in the Minneapolis 
market area. The receipt of large volumes of 982 BTU 
gas would also create serious problems for Trans-Canada 
and Trans-Canada’s distributor customers. Gas is sold in 
Eastern Canada to the ultimate consumer on a volumetric 
basis at rates set by regulatory bodies. These rates assume 
1,000 BTU per cubic foot. The receipt of 982 BTU gas 
would require that the ultimate customer pay more for heat 
or the existing pricing structure in Eastern Canada would 
have to be substantially revised. 

Q. Mr. Holstead, are you familiar with a letter dated 
March 9, 1966 from H. C. Price Company to Northern Na- 
tural Gas Company relative to the construction of 214 
miles of 36-inch pipe, which is Exhibit 72 in this proceeding. 
A. Yes, Iam. 

Q. What in your opinion is the significance of this letter? 
A. It represents merely a statement of unit prices this con- 
tractor would charge, assuming all conditions of the letter 
were met, for open pipeline construction, excluding such 
very substantial items as “installation of blow offs, valve 
settings, road crossings, railroad crossings, welding caps, 
drain tile and so forth.” Also there is no reference to river 
and stream crossings, rock excavations, extra depth of 
ditch, installation of scraper traps, ground markers, catho- 
dic protection equipment and many other items necessary 
for a complete pipeline. 
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Q. Have you recently inqnired of H. C. Price Company 
as to its ability to construct a 36-inch pipeline across Mich- 
igan this summer? A. Yes, in response to my inquiry, H. 
C. Price Company sent me the letter marked Exhibit S9C, 
which, among other things, states that that company has 
only three spreads capable of big inch construction, two of 
which are committed until late September, and indicates 
its interest in bidding on 


5696 
the Great Lakes project. 

Q. Mr. Holstead, are you familiar with a letter dated 

February 22, 1966 from Curran & Co. to Northern Natural 
Gas Company relative to the construction of 214 miles of 
36-inch pipe, also Exhibit 72 in this proceeding? A. Yes, I 
am. 
Q. What is the significance of this letter in your opinion? 
A. Like the H. C. Price Company letter, this is merely an 
expression of the unit costs that might be applicable on 
open or “meadowland” pipeline construction assuming all 
conditions of the letter could be met. It also excludes the 
many items that materially affect pipeline construction 
costs which can only be estimated by the contractor from a 
detailed on the ground survey of the actual location of the 
line. Exhibit 89D is a copy of a letter from Curran & Com- 
pany indicating that the same terms would, of course, be 
available to Great Lakes. 

Q. Mr. Holstead, what is Great Lakes situation from the 
standpoint of proceeding to lay its approximate 160 miles 
of pipe this fall? A. We are in a very advantageous posi- 
tion. Contractors will be readily available upon completion 
of summer work. For example Exhibit 89C, the letter from 
H. C. Price, states that they have one spread which will 
be coming off Michigan Wisconsin’s large expansion pro- 
gram in early September. Other contractors working on 
that project whose spreads would be finishing up in early 
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September have also expressed a keen desire to be con- 
sidered for this work, stating that they feel they can offer 
us very good bids. 

Q. Do you have letters from any of these contractors? 
A. Yes, Exhibit 89E is a letter from Hood Corporation, 
dated June 2, 1966, and Exhibit 89F is a letter from Con- 
tracting and Material Co., dated June 2. Each of these 
contractors, incidentally, has two spreads which 
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will be fully organized and ready to go upon completion for 
Michigan Wisconsin. I might point out that Contracting and 
Material Company will be finishing up its Michigan Wiscon- 
sin work in the vicinity of Detroit, Michigan. 

Q. Would these contractors not also be available to 
Transportation Company at that time? A. Yes, they would. 
However, I would point out that upon issue of a certificate 
this fall by this Commission only Great Lakes would be ina 
position to immediately commence construction. 

Q. Why do you make that statement? A. First of all, 
as has been stated, Great Lakes will have all of its pipe 
on site before the end of July and has already obtained 
over 80% of its right-of-way. Furthermore, even if Trans- 
Canada were willing to accept the Northern proposal, and 
Northern were certificated, Trans-Canada would then have 
to renegotiate its gas purchase and sale contracts and make 
another application to the National Energy Board of Can- 
ada, which would have to conduct an entirely new proceed- 
ing. Northern could not even commence construction until 
these further requirements had been met, which would 
obviously make impossible any service to eastern Canada 
for an indefinite and prolonged period. 

Q. Mr. Holstead, did you hear the testimony of the 
Northern witnesses to the effect that Northern and its 
customers would drive substantial benefits if Northern were 
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to take Canadian gas into the northern end of its system? 
A. Yes. 

Q. Would Great Lakes be willing to make Canadian gas 
available to Northern from its pipeline? Yes, and Mr. 
Woods in his testimony states Trans-Canada would seek 
authority to provide this gas at Emerson. The Great Lakes 
pipeline will 
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cross Northern’s pipeline in Minnesota in the vicinity of 
Superior, Wisconsin. Northern could contract to purchase 
gas from Great Lakes the volumes it would require as its 
needs develop. Mr. Daley has prepared a rate schedule, Ex- 
hibit 93D, which would apply to this sale. The terms of this 
rate schedule are explained in Mr. Daley’s testimony. Great 
Lakes will purchase the gas from Trans-Canada and file 
the necessary applications to make such a sale. 


GREAT LAKES GAS TRANSMISSION COMPANY 
Investment Costs Based on Assumptions Utilized ty Transportation Company Including (1) The 
Use of 793 Miles of 36° 0.D, x .375 W.T, X65 Pipe with Freight Equalized at Milwaukee (2) 
The Deletion of 870 Miles of Internal Coating (3) The Consideration of Right-of-Way Acqui- 


sition and Damage Settlement Costs as a Direct Cost, and (4) The Use of Contingencies, 
Interest and Overhead Ratios Arsumed by Transportation Compeny 


($1,000) 


ti, 
Great Lakes Estinated Direct Cost Per Exhibit 


21 B, Schedule Mo. 3 $152,181 $5,660 $3,209 $7,616 
justments 


Substitution of 793 Miles of 36" X65 
Pipe with Freight Based upon Milvaukee (2,308) 


Deletion of Internal Coating (1,612) 


Consideration of Right-of-Way Acquisition 
ond Settlement Costs as a Direct Cost 1,417 


Adjusted Direct Cost $139,638 
Contingencies @ 4.3¢ Q) — 6,004 
Bubtotel $1h5 642 


iter: and heads 
@h.sg (2) 
@ 5.05 (2) 
Total Cost 


Great Lakes Estimated Totel Cost Per Exhibit 
21 EB, Schedule Bo. 3 


Difference 


(1) penibit 49, pege 17 


(2) gxnivit hg, pege 15 


Witness; 


GREAT LAKES GAS TRANSMISSION COMPANY 


Additional Anmual Expense Incurred by Trans-Canada Pipe Line, Ltd. in 
Handling Ges Delivered by Northern Neturel Transportation Company 


Gas Characteristics Used in Cost Analysis 


Trans-Canada Northern Natural 
Btu/Cubic Foot (Saturated) 2on. 
Specific Gravity 0.60 


Volume effect of Btu adjustment = = = 1.0295 


0.4604, 
= 2.049°3) 


Equivalent volume effect of increased specific gravity {28 


satires volume effect = 1.0449 x 1.0295 = 1.0758 or an increase 
of 7. 


Estimated 5th year Cost of Service - St. Clair to Hamilton System - $4,137,000°%) 


Increased 5th year Average Cost = .076 x $4,137,000 = $314,000 


From average of five gas samples of gas from Northern Natural 
received by Michigan Wisconsin Pipe Line Company at Janesville, 
Wisconsin. 


Used by Northern Netural Transportation Company in design of 
Ogden - St. Clair Section 


From Panhandle A flow equation 


From Sheets 2 and 3 


TRANS-CAMADA PIPE LINES LIMITED 
COST OF TRANSMISSION 


YEARS ENDING OCTOBER 315T 


WITH GREAT LAKES - DAWN TO HAMILTON (ANCASTER) 


ty tw 


COST OF TRANSMISSION: 
Transportation Through Great Lakes System ($000) 
Transportation Through Union Gas Systen 
Operations & Maintenance 
Depreciation 
Taxes - Provincial & Municipal 
Return 
Income Taxes 


Total Cost of Transmission 
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Docket No. CP66-110 et al 
Exhibit No. 89-B 

Sheet 3 

Witness: Holsteed 


TRANS-CANADA PIPE LINES LIMITED 


Estimated Cost of Transmission - St. Clair River to Dawn 


Capital Cost of facilities from St. Clair to Dawn: 
+20 miles 24" dual St. Clair River Crossing $ 362,000 
13.80 miles 36” St. Cleir to Dawn 2 000 


14.00 Undepreciated Capital Cost (Gross Plant) $3,171,000 
end of 5th year (October 31, 1971) 


2% depreciation for 5 years 7,100 


Depreciated Capital Cost $2,853,900 


Qperations & Maintenance 


Pipeline costs @ $300.00 per mile per year 
Communication costs @ 200.00 per mile per year 


500.00 
Add: Tk for supervision 37.50 


53T-50 
60% for administration 


general 300.00 
$837.50 per mile per year 
14 miles at $837.50/mile/year = $11,725 = .37% of gross plant 


Return at 8% on depreciated 
capital cost = $228,312 = 7.20% of gross plent 


of Ow: & 8 % of Cross Plant 
Operations & Maintenance 37% 
Municipal Taxes 50% 
Depreciation 2.00% 
Return T.20% 


10.07% of $3,271,000 = $319,320 


Income Taxes 
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Exhibit No. 89D 
CURRAN & Co. 
206 EKLUND BUILDING 
GREAT FALLS, MonTANA 59401 


June 2, 1966 


REPLY TO: 206 EKLUND BUILDING 
GREAT FALLS, MONTANA 
Great Lakes Gas Transmission Co. 
One Woodward Avenue 
Detroit, Michigan 


ATTENTION: Mr. E. H. Holstead 
Gentlemen: 


We understand that during the Federal Power Commis- 
sion proceedings in Docket 66-109 et al, you were provided 
a copy of our letter proposal to Northern Natural Gas Co. 
dated Feb. 22, 1966. We further understand that the Fed- 
eral Power Commission is presently conducting a competi- 
tive proceeding to determine whether certain proposed serv- 
ice is to be provided by your company or Northern Natural 
Gas Co. 

We are very interested in participating in the construc- 
tion of this 36” pipeline and we hereby advise you that in 
the event Great Lakes Gas Transmission Co. is authorized 
to construct the project, Curran & Co. of course would be 
willing to perform the same service to Great Lakes as we 
proposed, providing to Northern Natural under the same 
price, terms and conditions. 


Very Truly yours, 
Curran & Co. 


Truman Clayton 
General Superintendent. 
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Exhibit No. 90 
ANSWERING TESTIMONY OF KARL E. SCHMIDT 


Q. Mr. Schmidt, I hand you a document that has been 
marked as Exhibit 90A for identification and ask you to 
explain what this exhibit shows. A. This exhibit shows 
the additional investment costs that would be incurred by 
Michigan Consolidated in the Upper Peninsula of Michigan 
under the Northern Natural Gas Transportation Company 
proposal as compared with the Great Lakes proposal. I 
have shown at the left hand side of Page 1 the pipeline and 
station costs required under the Great Lakes proposal, 
which were taken directly from Exhibit 30H in this proceed- 
ing. On the right hand side of Page 1 I have shown the 
additions or deletions of facilities that would be constructed 
by Michigan Consolidated under the Northern Natural 
Transportation proposal. The last column indicates the 
difference between the two which results in a net increase 
in investment costs to Michigan Consolidated of about 
$300,000. Pages 2, 3, 4 and 5 give the breakdown of the 
additional facility costs required at Engadine, St. Ignace, 
Kincheloe and Sault Ste. Marie, respectively. These esti- 
mates are based on the same unit costs used in the prapara- 
tion of Exhibit 30H. 

Q. What was the source of your information as to the 
facilities that would have to be constructed by Michigan 
Consolidated under the Transportation Company proposal? 
A. The facilities to be constructed were determined from 
a study of a branch line location map included in Exhibit 
¥ to Transportation Company’s application in this proceed- 
ing. In all cases where Transportation Company indicated 
a town border station I have assumed 
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it would provide metering, regulating and odorizing. I have 
included as Page 6 of Exhibit 90A a map showing the pro- 
posed route of Transportation Company’s pipeline in the 
Upper Peninsula, the existing facilities of Michigan Con- 
enlidated and the lateral lines required to be built by Michi- 
gan Consolidated. 

Q. Mr. Schmidt, does Transportation Company’s pro- 
posal permit Michigan Consolidated to provide the same 
service to the Upper Peninsula of Michigan as it would be 
able to provide under the Great Lakes proposal? A. No, 
it does not. Michigan Consolidated has a system-wide sched- 
ule known as Route #7 under which certain industrial and 
other large volume customers can be curtailed on 30 days’ 
notice or sooner in the event of an emergency. Ordinarily, 
curtailments, if any, are made near the end of the storage 
withdrawal cycle and depend on the volume of gas remain- 
ing in the Company’s fields. Accordingly, these customers 
are ordinarily served on the peak day should it occur prior 
to any year-end curtailment. 

Under Great Lakes proposal, Michigan Consolidated 
could and would serve all Rate #7 customers in the Upper 
Peninsula on a peak day assuming that no system-wide cur- 
tailment was in effect. However, Transportation Company 
has not provided either the facilities or the contract right 
that would enable Michigan Consolidated to provide such 
service on a day of maximum demand. 

Q. I hand you a document marked 90B for identification 
and ask you to explain what it shows. A. This exhibit has 
been prepared to show the additional cost that would be in- 
curred by Michigan Consolidated to reinforce its trans- 
mission 

5711 
system in the Lower Peninsula of Michigan by the fifth 
year of operations if the Great Lakes line were not con- 
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structed but which can be avoided if that line is built. The 
total saving in investment costs shown in this exhibit of 
$7,594,000, thus represents savings to Michigan Consoli- 
dated which would be possible under the Great Lakes pro- 
posal but not under that of Transportation Company. 

Q. Please explain Page 1 of this exhibit. A. Page 1 is 
a map showing Michigan Consolidated’s present transmis- 
sion lines and storage fields in black, and showing pipe- 
line facilities approved for construction as solid red lines. 
Great Lakes proposed pipeline is shown as a dashed red 
line and facilities proposed to be installed by Michigan 
Consolidated to tie in with the Great Lakes line and to 
interconnect the three transmission systems in the Lower 
Peninsula of Michigan is shown in red extending from 
Petoskey to Rogers City. The cost of the interconnecting 
pipeline proposed to be constructed by Michigan Consoli- 
dated is $2,067,000, which is shown on Page 4 of this ex- 
hibit. 

Q. What is the purpose and function of the intereonnect- 
ing line you have referred to? A. Its principal purpose 
is to provide a feed from the Great Lakes line into all three 
of Michigan Consolidated’s transmission lines in the north- 
ern part of the Lower Peninsula. In addition, it will enable 
Michigan Consolidated to serve additional markets in the 
areas traversed by the line. 

Q. Have you made an estimate of the savings to Michi- 
gan Consolidated in facility costs that would result from 
this tie in with the Great Lakes line? 
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A. Yes. The additional facilities that would have to be 
built to serve our markets in the northern part of the 
Lower Peninsula in the fifth year of Great Lakes operation 
are shown on Page 4 of this exhibit. The cost of the inter- 
connecting line is deducted from the cost of these addi- 
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tional facilities to arrive at the net savings of Michigan 
Consolidated as a result of its ability to purchase gas from 
Great Lakes at the point indicated on the map. 

Q. What markets are available to Michigan Consoli- 
dated and have been assumed in your reinforcement study? 
A. The basic market requirements have been set out in 
Mr. Browning’s Exhibit 46A. However, since that exhibit 
was originally prepared we have actually acquired sub- 
stantial additional loads in the northern part of the Lower 
Peninsula and now estimate that in the next five years those 
markets will increase by 79,000 Mef per day over the esti- 
mates shown in that exhibit. 

Q. Why wasn’t the increase of 79,000 Mef per day shown 
in Mr. Browning’s exhibit? A. As I indicated, since his 
exhibit was prepared, we have undertaken the obligation of 
extending service to the town of Frankfort which repre- 
sents a load of 5,000 Mef per day, and have entered into an 
agreement with Consumers Power Company to supply 


29,000 Mef per day at a new generating plant that is being 
constructed at Gaylord, Michigan. Service to this plant 
will commence in the early fall of 1966. These loads repre- 
sent approximately half of the additional requirements I 
have used. In addition, Mr. Browning’s estimates did not 
include service to any additional towns in the area, which 
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we are certain to extend to, nor did they include certain 
institutional and industrial loads which we feel are attain- 
able in the next five years. 

Q. What is shown on Page 2 and 3 of this exhibit? A. 
These are winter and summer flow diagrams utilizing the 
total markets I have referred to and indicate the additional 
facilities Michigan Consolidated would be required to in- 
stall to serve such markets absent the Great Lakes line. 

Q. Are there other advantages to Michigan Consolidated 
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from the Great Lakes line in the Lower Peninsula of Mich- 
igan? A. Very definitely. By providing a direct feed at 
the northern end of three long dead-end systems we accom- 
plish a major operating advantage and insure a continuity 
of service to the customers we serve. Even though we were 
to reinforce our system from the South, it still would not 
provide the same continuity of service advantage that a tie 
in with Great Lakes does. 

Q. I hand you a document marked Exhibit 90C for iden- 
tification and ask you to explain the purpose of this ex- 
hibit. A. Mr. LoChiano made a point of the ability of 
Northern Natural and Transportation Company to supply 
gas to Trans-Canada in the event of a line break or other 
emergency. In that connection he referred to the ability 
to utilize Northern Natural’s Redfield storage field. This 
exhibit compares the respective capability of Redfield stor- 
age field with the storage fields operated by American 
Natural and their respective geographic locations. 

Q. What is shown on Page 1 of this exhibit? 
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A. Page 1 is a map showing the location of Northern 
Natural’s Redfield storage field area, which is some 650 
miles from the St. Clair delivery point to Trans-Canada, 
and indicating the locations of the Michigan Consolidated 
and Michigan Wisconsin storage areas which are from 5 
to 165 miles from that delivery point. Also shown on Page 
1 are the respective working storage volumes and maximum 
day capabilities of the various storage fields. Northern 
Natural’s Form 2 indicates that its Redfield storage field 
has a working storage capacity of about 45 billion cubic 
feet and a certificated maximum capacity of 293,000 Mef 
per day as shown in the table on the left hand side of the 
page. Michigan Wisconsin and Michigan Consolidated have 
a total working storage capacity of 152 billion cubie feet or 
more than three times that of Northern Natural. The 
breakdown of working storage capacity and maximum with- 
drawal by fields in the American Natural System is shown 
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on Page 2 of this exhibit. The maximum day withdrawal 
ability of the American Natural storage complex is 3.8 bil- 
lion cubic feet, or more than ten times that of Northern 
Natural. 

Q. Why have you used Northern Natural’s certificated 
withdrawal capacity of 293,000 cubic feet per day from the 
Redfield storage area in view of Mr. LoChiano’s testimony 
that approximately 500 Mef per day could be withdrawn? 
A. As Mr. LoChiano testified at Transcript Page 2032, the 
ability of Northern’s storage field to draw 500,000 Mef per 
day would depend upon the amount of gas in storage at the 
time and in any event would be limited in duration. The 
American Natural System storage fields also have the 
ability during short periods of time when field pressures 
are high to deliver very substantially more than the 
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3,780,000 Mcf per day shown as maximum day withdrawals 
on this exhibit. For example, while Michigan Consolidated’s 
Belle River Mills field is shown as having a maximum day 
withdrawal of 500,000 Mef per day, that field alone could 
undoubtedly produce one billion cubic feet per day for short 
periods of time except toward the end of the storage cycle. 
This field, which is located only about five miles from the 
St. Clair delivery point to Trans-Canada, can be readily 
utilized to provide all of the gas required by Trans-Canada 
in the event of an emergency. In short, the American 
Natural System could and would be able to provide emer- 
gency service to eastern Canada in the event of a line 
break or other emergency anywhere on the Great Lakes 
line. 

Q. Mr. Schmidt, I hand you a one-page map marked Ex- 
hibit 90D for identification and ask what this shows. A. 
This is a map of the American Natural Gas Company pipe- 
line facilities and shows in red the many interconnections 
the system has with other pipeline and distribution systems. 
Each of these interconnections represents a potential 
source of emergency gas supply, in addition to the re- 
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sources of the American Natural system itself, all of which 
could be utilized to provide additional gas to Trans-Canada 
in the event of an emergency on either the Great Lakes 
System or Trans-Canada’s facilities. 

Q. Northern Natural’s witness, Mr. Sampson, has indi- 
cated that Transportation Company’s proposed Ogden to 
St. Clair line would permit that company to act as a vehicle 
for marketing additional Canadian gas in the United States 
and that the Great Lakes line does not traverse these 
market areas and cannot, therefore, be used for that 
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purpose. Do you agree with that? A. No, I do not. I will 
not comment on the ability of Transportation Company to 
market Canadian gas through its Ogden to St. Clair line 
but I disagree entirely with the proposition that the Great 
Lakes line cannot be used for that purpose. As a matter of 
fact, the greatest potential sales of Canadian gas in the 
United States are low load factor winter deliveries to dis- 
tribution systems serving the metropolitan areas in the 
midwest area and eastward. Great Lakes comes into the 
heart of the large and developing underground storage area 
in Central Michigan, which could be utilized to provide the 
low load factor deliveries required by these markets. The 
existing facilities of Michigan Wisconsin from the storage 
area to northern Illinois and Indiana have considerable ex- 
cess capacity during the winter, since those facilities ex- 
perience their peak day in the summer. Accordingly, winter 
deliveries of Canadian gas could be supplied through Mich- 
igan Wisconsin’s facilities from the storage area to Chicago 
and northern Illinois and Indiana at relatively low cost. In 
addition, by displacement Canadian gas could be supplied 
to markets in Ohio and eastward from interconnections 
with Michigan Wisconsin Pipe Line Company’s line from 
the Louisiana Gulf coast to Detroit. I conclude therefore, 
that the prospect of marketing Canadian gas in the United 
States is considerably better through the Great Lakes line 
than through the Transportation Company’s line. 
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MICHIGAN CONSOLIDATED GAS COMPANY 


Comparison Of Facility Costs Under 
Great Lakes Transmission Company and Northern Transportation Company Proposals 


Great Lakes (Exhibit 30H) 
Difference 
—Description _ fine line, _Stations __Total__ (Less) More 
Manistique $ 20,380(a) $,20,380 ( $ 20,380) 


Engadine $ 13,480(c) $ 13,480 $195,170 


Nevberry 4 17 980(8) $520,800 ( $520,800) 


8t, Ignace $ 20,380(a) $ 20,380 $728 ,800 


+480 A ( $ 51,050) 
Rudyard 23 9B0{6} $ 51,050 $ 51,05 


Kincheloe 6 $ 23,4h0(a) $194,450 6,2 Mi.6" $24 ,2h0(e) 
171,010 


Sault Ste, Marie $ 24,070(a) $ 83,360 2 i ( $ 2h,070) 
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Exhibit No. 90B 
MICHIGAN CONSOLIDATED GAS COMPANY 
Comparison of Facilities and Costs With and Without 
the Great Lakes Interconnection in the 
Michigan Lower Peninsula 
I. Facilities Required with Great Lakes 
58.0 Mi.—10” $2,043,350 
Odorizing and Regulating Station 24,070 
Total $2,067,420 
IL. Facilities Required without Great Lakes 
A. Traverse City System 
50.7 Mi.—16” @ $51,120/Mi. $2,591,780 
60.1 Mi.—12” @ $38,340/Mi. 2,304,230 
12.8 Mi—10” @ $31,950/Mi. 408,960 
2-1100 H.P. Cent. Comp. @ $216/H.P. 475,200 
Sub-Total $5,780,170 


. Alpena System 


4.4 Mi.—20” @ $63,900/Mi. $ 281,160 

97.8 Mi.—10” @ $31,950/Mi. 3,124,710 
2-1100 H.P. Cent. Comp. @ $216/H.P. 475,200 
Sub-Total $3,881,070 

Total $9,661,240 

Savings With Great Lakes (II Minus I) $7,593,820 
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AMERICAN NATURAL GAS COMPANY 


Tabulation Showing Storage Capacity Data for System 
Storage Fields Excluding Base Gas Volumes 


(Volumes in Millions of Cubic Feet at a Pressure Base 
of 14.73 Psia) 


Storage Capacity Storage Capacity Maximum Day 
Michigan Wisconsin Storage Current Designed Withdrawal 
Austin 13,000 13,000 600 
Goodwell 16,100 16,100 197 
Reed City 15,300 15,300 223 
Lincoln-Freeman 18,900 18,900 170 
Norwich 5,200 5,200 
Orient 5,000 5,000 
North Hamilton “ 7,900 
Loreed 31,600 
Sub Total ; 113,000 
Michigan Consolidated Storage 


Six Lakes Area * 52,500 
New Haven 7,800 
Belle River 30,000 
Winfield 6,600 
Croton 4,000 

Sub Total 100,900 

Total 151,700 213,900 


* Includes Edmore and Rolland 
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Exhibit No. 91 
ANSWERING TESTIMONY OF RAY J. LYNCH 

Q. Mr. Zanoff has testified (Exhibit 54, Page 14) that 
under the proposal of Northern Natural Gas Company and 
its subsidiary, Northern Natural Gas Transportation Com- 
pany, Trans-Canada and Michigan Consolidated would 
save $3,700,000 annually. Are you familiar with this testi- 
mony? A. Yes,Iam. 
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Q. Do you agree with this contention? A. No sir, I do 
not. 

Q. Upon what do you base your opinion? A. My opinion 
in this regard is based on our analysis of the Northern 
Natural proposal and detailed studies made in connection 
therewith. In this regard we have prepared exhibits which 
show that—contrary to the savings alleged by Northern— 
the cost to Trans-Canada and Michigan Consolidated under 
the Northern Natural exchange arrangement would result 
in additional costs to Trans-Canada and Michigan Consoli- 
dated of some $11,000,000 per year, or well in excess of 200 
million dollars over the life of the contracts. In addition, 
as Mr. Holstead testified, Great Lakes is willing to meet 
the desire of Northern to receive Canadian gas delivered 
in the northern part of its svstem. As shown by Mr. Daley’s 
testimony and Exhibits 93B and 93C, the delivery of ap- 
proximately 144 MMcf per day by Great Lakes to Northern 
would result in a further benefit to consumers of $2,961,000 
per year. Thus, on a comparative basis with the Northern 
proposal, the Great Lakes’ project can result in total bene- 
fits in the range of 250 to 300 million dollars to gas con- 
sumers over the life of the contracts. 

Q. Mr. Lynch, I hand you Exhibit 91A and ask you what 
this exhibit is designed to show. A. This exhibit is de- 
signed to show the Great Lakes cost of transportation com- 
puted on a basis comparable to that of Transportation 
Company. In summary, 
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this exhibit is based on the investment of $200,598,000 in 
facilities set forth in Mr. Holstead’s testimony and Exhibit 
89A, costs such as depreciation and taxes associated with 
this investment and operating expenses, including fuel, 
caleulated on a basis consistent with the approach fol- 
lowed by Transportation Company. The total annual cost 
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of transportation of Great Lakes thus computed is $31,- 
454,900 as set forth on Line 7 of Schedule 1. The under- 
lying calculations of the amounts shown on Lines 1-6 are 
shown in subsequent schedules. 

Q. Please refer to Schedule 2, Page 1 and explain what is 
set forth on this exhibit. A. On Lines 1-5 I have set forth 
the computation of the cost of fuel and losses which were 
computed on a basis consistent with Transportation Com- 
pany’s estimates. A detailed computation of fuel volumes 
is set forth on Page 2 of this Schedule 2 and was covered 
by Mr. Holstead in his testimony. On Lines 6-19 I have 
summarized the other operating expenses which, with the 
exception of administrative and general expenses, have also 
been testified to by Mr. Holstead. With respect to admin- 
istrative and general expenses shown on Lines 18 and 19, 
for the purpose of this exhibit I have used Transportation 
Company’s estimate adjusted upward to reflect the addi- 
tional cost of pensions and other employee benefits associ- 
ated with the difference in operating payroll which is de- 
tailed on Page 3 of this Schedule 2 and which Mr. Holstead 
also covered in his testimony. 

Q. With respect to administrative and general expenses, 
in your opinion is there any justification for a substantial 
difference in such expenses for Transportation Company 
and Great Lakes? A. In my opinion there is no justifica- 
tion for a substantial difference in administrative and gen- 
eral expenses for these two systems. The same 
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functions would have to be performed in both cases and 
there is no reason to assume that Northern Natural person- 
nel could do the work at any less cost than Great Lakes 
personnel assisted to the extent required by personnel of 
the Trans-Canada and American Natural systems. 

Q. Refer now to Schedule 3 of this exhibit and explain 
the computations set forth therein. A. The plant in service 
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as shown on Line 1 is detailed on Exhibit 89A and was ex- 
plained by Mr. Holstead. The reserve for depreciation 
represents the average during the fifth year of operation. 
In the computation of working capital, the cash requirement 
is computed on the standard basis of 14 of eash operating 
expenses. Materials and supplies shown on Lines 5 and 6 
and prepayments shown on Line 7 are based on the esti- 
mating procedure followed by Transportation Company. 
The return shown on Line 9 is a straight computation rep- 
resenting 614% of Line 8 and income taxes, which are di- 
rectly related to the return requirement, are explained in 
the footnote on this schedule. Depreciation and general 
taxes, set forth on Lines 11 and 12, respectively, are 
straight computations based on the adjusted investment of 
$200,598,000. 

Q. Please refer to Exhibit 91B and first state generally 
what this exhibit is designed to show. A. In summary, this 
exhibit is designed to show the costs chargeable to Trans- 
Canada and Michigan Consolidated under the Northern 
Companies’ exchange proposal in excess of the comparable 
Great Lakes’ cost of transportation which I have just ex- 
plained in connection with Exhibit 914. In my opinion, the 
amount of $2,950,000 per year shown on Line 9 of Page 1 
represents the minimum additional annual cost which would 
be chargeable to Trans-Canada and Michigan Consolidated 
under the Northern Companies’ proposal. 
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Q. Please explain the nature of the adjustments which are 
set forth on Page 1, Lines 2-6, of this exhibit. A. Three 
basic adjustments were made to Transportation Company’s 
cost of service. First, Transportation Company’s return and 
income taxes were computed as if Transportation Company 
were a division or a part of Northern Natural Gas Com- 
pany. In its presentation in this proceeding Transportation 
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Company has assumed that its return requirement and re- 
lated income taxes would be determined as if it were a com- 
pany with securities outstanding in the hands of the public. 
This approach is unrealistic and inconsistent with the Com- 
mission’s established practice of looking beyond the corpo- 
rate form of affiliated companies when all financing is done 
at the parent company level. As Mr. Plourde testified at 
Transcript 2461-65, the capitalization of Transportation 
Company bears no particular relationship to the securities 
which Northern may issue and as a result, the percentage 
of equity and debt together with Northern’s assumed inter- 
est rate on the assumed debt of Transportation Company 
is completely discretionary with Northern. In my opinion 
the Commission would—as it has done in similar situations 
in the past—look to the capitalization of Northern in order 
to determine an appropriate rate of return, debt interest 
and associated income taxes for Transportation Company. 
On Page 2 of this exhibit I have calculated the approximate 
effect of reducing Transportation Company’s return from 
634% to the 644% rate utilized by Northern and on Page 3 
I have calculated the related adjustment to give effect to 
Northern’s debt interest in the calculation of Transporta- 
tion Company’s income taxes. In this regard I have used an 
allocated portion of Northern’s income tax deductions deter- 
mined in a manner consistent with the allocation procedure 
followed by Northern for its Transmission and Peoples 
Divisions, which method would be equally appropriate for 
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Transportation Company. 

Q. Before describing the remaining adjustments shown 
on Page 1, please refer to Page 2 and explain your caleula- 
tion of the reduction in return from 634% to 615%. A. 
Transportation Company’s rate base and return at 634%, 
shown on Lines 1 and 2, are taken from Mr. Hultquist’s 
Exhibit 53C. The return at a 614% rate, Line 3, deducted 
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frum Transportation Company’s return results in a reduc- 
tion in return of $407,100 shown on Line 4. The related in- 
come taxes shown on Line 5 are based on the State and 
Federal income tax rates used in Northern’s Exhibit 53C. 

Q. Continue and explain the income tax adjustment shown 
on Page 3. <A. The calculation of the percentage of the 
income deductions which would be allocable to Transporta- 
tion Company in accordance with the procedure explained 
by Mr. White at Transcript 2330-31 is set forth on Lines 
1-5. The income deductions, Line 6, that Northern Natural 
estimated for the years 1970 and 1971 which were allocated 
between the Transmission and the Peoples Divisions and 
other investments are net of the interest received from 
Transportation Company. Accordingly, the interest as- 
sumed by Northern to be received from Transportation 
Company shown on Line 7 has been added in order to ob- 
tain the total income deductions allocable to the Northern 
Natural divisions as well as to the Transportation Com- 
pany. The resultant deductions applicable to Transporta- 
tion Company are set forth on Line 9. The decrease in the 
income deductions available to Transportation Company 
shown on Line 10 results in the increased income taxes, 
based on the income tax rates utilized by Transportation 
Company, set forth on Line 11. The increase in income 
taxes applicable to the fifth year of operation (November 
1, 1970-November 1, 1971) is computed on Lines 12-14. 
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Q. Now please explain the second basic adjustment to 
Transportation Company’s cost of service shown on Line 3 
of Pagel. A. Transportation Company is obligated under 
its pro forma contract to deliver gas of the same equivalent 
Btu to Trans-Canada at St. Clair as it receives from Trans- 
Canada at Emerson. Since Trans-Canada’s gas is approxi- 
mately 1,011 Btu (saturated) compared with Northern’s 
982 Btu, Transportation Company must obtain from North- 
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ern at Ogden, Iowa and transport to St. Clair approxi- 
mately 2.9% more gas by volume than the volume shown 
in Mr. LoChiano’s flow diagrams. Mr. Holstead has testi- 
fied that the resultant increased fuel requirement would 
amount to about 550,000 Mef in the fifth year. The cost of 
this fuel gas alone, without consideration of any other 
transportation costs, represents $172,136 as shown on Line 
14 of Page 4. Since this calculation gives no effect to other 
transportation costs which should be recognized in the 
transportation of the additional volumes required to com- 
pensate for Northern’s lower Btu gas, the fuel adjustment 
represents a minimum adjustment for the short range. 
Actually, on a long range basis the full, and substantially 
greater, costs of transporting the additional volumes 
should be considered. 

Q. Now would you please explain the third adjustment 
which you have made to determine this estimate of costs 
which would be chargeable to Trans-Canada and Michigan 
Consolidated under the Northern Natural exchange pro- 
posal? A. I have included as a cost chargeable to Trans- 
portation Company an annual amount of $1,734,800 which 
represents Northern’s estimate of the net cost of service 
associated with the facilities required to render the pro- 
posed service for Transportation Company. 

Q. Why have you included this annual charge when North- 
ern Natural and Transportation Company have assumed 
that the service would be provided by Northern to Trans- 
portation Company free of charge? 
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A. We are firmly convinced that regardless of what con- 
tentions Northern may advance in this certificate proceed- 
ing, the extensive transportation service which Northern 
proposes to provide for the benefit of Transportation Com- 
pany would be subject to an allocation of costs in any rate 
proceeding. In this regard, Mr. Daley’s testimony and ex- 
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hibits demonstrate that Transportation Company could be 
subjected to an allocation of some $13,000,000 annually for 
the service provided by Northern if a conventional Mef mile 
approach were followed. Certainly in any future rate case— 
again irrespective of what Northern’s representations or 
position may be in this case or in any future case—North- 
ern Natural’s customers and the respective State commis- 
sions could be expected to take the position that Trans- 
portation Company must pay the full allocated costs for 
service rendered in its behalf and further that the con- 
ventional Mcf mile method is the appropriate approach to 
follow in determining such costs. Such a position, inci- 
dentally, would be completely consistent with the position 
taken by Northern in its certificate application in Docket 
No. CP65-1 which is competitive with an alternative ex- 
change service proposed by Transwestern Pipeline Com- 
pany. 

Secondly, as Mr. Ransom’s testimony and exhibits demon- 
strate, the facilities proposed by Northern Natural are in- 
adequate to perform the exchange service involved since 
they do not give effect to the contractual right of the taco- 
nite plants to shut down and take no gas on either a daily 
or monthly basis nor the effect of Northern’s proposed 
purchase of 25,500 Mcf per day from Midwestern in Docket 
No. CP66-268. 

Thirdly, Northern’s contention that a zero charge is ap- 
propriate for the service proposed to be rendered for 
Transportation Company is based on 

5737 
alleged savings of some $15,000,000 in investment costs to 
Northern Natural’s customers. This so-called saving is 
based on assumed load growth of 224,000 Mef per day north 
of Ogden, Iowa which has not been supported by contracts 
and which Northern is not requesting authority to serve. 
This growth includes a significant increase in industrial 
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sales—a substantial portion of which represents assumed 
requirements for plants and facilities which are not even in 
existence. Additionally, a portion of this assumed load 
growth is already covered in connection with another ex- 
pansion proposal of Northern (Seamands, T. 2196) and, 
accordingly, cannot properly be used as a basis for com- 
puting the alleged savings. 

Finally, Northern’s claimed savings are based on the 
further assumption that all of its growth north of Ogden, 
Iowa would be provided from its traditional southwest gas 
supply sources (Brady, T. 2160). This is premised on 
Northern’s ability, to acquire in competition with other 
Pipeline companies, trillions of cubie feet of as yet undis- 
covered gas supplies from the southwest and completely 
ignores Northern’s pending proposal to purchase 25,500 
Mef per day from Midwestern in the heart of Northern’s 
market area north of Ogden, Iowa and Mr. Sampson’s testi- 
mony (T. 2488) relative to Northern’s continuing studies 
and interest in Canadian gas which necessarily would be 
delivered in the northern part of their system. Based on all 
the foregoing, in my judgment it is completely unreason- 
able and unrealistic to assume that on a long range basis, 
Transportation Company could expect to receive a free 
ride for the service Northern proposes for the benefit of 
Transportation Company. Further, in my opinion the costs 
shown on Line 5 which I am convinced would be charged 
to Transportation Company could well be far greater. 

Q. Does that complete your explanation of Exhibit 91B? 
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A. I have nothing further to add other than to point out 
that as shown on Line 8 I have estimated that the annual 
costs chargeable to Trans-Canada and Michigan Consoli- 
dated by Northern Natural Companies would be some 
$2,950,000 in excess of the comparable Great Lakes cost. 
Approximately $2,710,000 and $240,000 would be chargeable 
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to Trans-Canada and Michigan Consolidated, respectively, 
as shown on Lines 10 and 11. 

Q. Are there any other costs which Trans-Canada and 
Michigan Consolidated would incur under Northern Natural 
Companies’ proposal that would not be incurred under the 
Great Lakes proposal? A. Yes, there are and IJ have item- 
ized such additional costs on Exhibit 91C. 

Q. Please refer to Exhibit 91C and explain what you have 
shown thereon. A. On Line 1 I have brought forward the 
additional cost to Trans-Canada and Michigan Consolidated 
which I have just explained in connection with Exhibit 91B. 
On Lines 2-5 I have summarized additional specific costs 
which would be incurred by Trans-Canada and Michigan 
Consolidated under the Northern Natural Companies’ pro- 
posal. 

Q. Please explain first the amount of $314,000 you show 
on Line 2. A. On Line 2 I have shown the cost estimated 
by Trans-Canada to transport the higher specific gravity 
of Northern’s gas and the greater volumes required to be 
transported to compensate for the lower Btu gas as esti- 
mated by Trans-Canada and explained by Mr. Holstead in 
Exhibit 89. 

Q. Please continue and explain the remaining additional 
costs which you have shown in this exhibit. A. On Line 3 
I have reflected the effect of the 3¢ per Mef import duty 
which, as Mr. Layton testified (T. 1209), would apply to 
the United States gas imported into Canada under the 
Northern proposal. On Lines 4 and 5 I have presented on an 
annual basis the approximate costs associated with the 
additional investment in facilities that Michigan Consoli- 
dated would have to 
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construct under the Northern Companies’ proposal, which 
facilities would not have to be constructed under the Great 
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Lakes proposal as explained by Mr. Schmidt in Exhibit 90. 
It is estimated that the additional annual costs which would 
be incurred by Trans-Canada and Michigan Consolidated 
under the Northern Natural Companies’ proposal would 
aggregate some $11,000,000 per year more than the com- 
parable costs under the Great Lakes’ proposal. 

Q. In connection with your testimony covering Exhibit 
91A you referred to administrative and general expenses. 
Do you consider Transportation Company’s estimate of 
$686,460 adequate to cover administrative and general ex- 
penses for a company the size of Transportation Company? 
A. No sir, I do not. 

Q. What do you consider to be a reasonable administra- 
tive and general expense estimate in this case? A. Al- 
though I agree with Northern that certain economies can 
be effectuated through the utilization of parent company 
services for the benefit of the subsidiary (which economies, 
of course, are also inherent in the parent-subsidiary rela- 
tionship under the Great Lakes proposal), in my opinion it 
is quite unrealistic to assume that some six or eight clerks 
(White, T. 2315) represent the only additional administra- 
tive personnel required by Northern to handle the admin- 
istrative functions of an operating company such as Trans- 
portation Company which would operate 1,128 miles of pipe 
line and 108,580 compressor horsepower in five states. 
Realistically, in my opinion, a minimum of $1,200,000 to 
$1,300,000 would be required to cover administrative and 
general expenses for either Great Lakes or Transportation 
Company—or about 100% more than the Transportation 
Company estimate. 

Q. Upon what do you base that opinion? 


5740 
A. My opinion is based on a general working knowledge 
of industry costs, a review of actual administrative and 
general expenses incurred by pipe line subsidiary com- 
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panies and an estimate of the administrative and general 
expenses of Northern Natural which could be expected to 
be charged to Transportation Company on the basis of the 
“Massachusetts” or “Three-Factor” formula which the 
Commission has used in similar situations in the past. 

Q. Please refer to Exhibit 91D and explain this exhibit. 
A. On Page 1, Col. 7, I have set forth by accounts an ap- 
proximation of the administrative and general expenses of 
Northern Natural, including the annual cost of the Omaha 
general office building, which would be allocated to Trans- 
portation Company based on utilization of the “Massachu- 
setts” formula for the allocation of indirect expenses. In 
summary, I have allocated all indirect expenses in the ratio 
of Transportation Company’s Plant, Revenues and Payroll 
to the corresponding total amounts for Northern Natural. 
The computation of this average ratio of 9.88% is detailed 
on Page 2. On Page 3 I have set forth the actual calendar 
year 1965 administrative and general expenses for several 


pipe line subsidiary companies which, in my opinion, demon- 
strate that the results of the allocation set forth on Page 1 
are not unreasonable. 


Q. Is it your position that the “Massachusetts” formula 
would be used in a rate case to determine the portion of 
Northern Natural’s administrative and general expense 
which would be chargeable to Transportation Company? 
A. In my opinion it is highly probable that the “Massachu- 
setts” formula, or some similar formula, would be used in 
& rate proceeding to allocate indirect administrative and 
general expenses to Transportation Company. 


5741 


Q. Now that the record contains a more detailed analysis 
of the Nrothern Natural Companies’ proposal as compared 
with the Great Lakes project, would you please state 
whether there has been any change in the position of the 
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American Natural system in this proceeding? A. No, sir. 
In our opinion these studies confirm and reinforce our posi- 
tion as previously stated, that the Northern Natural Com- 
panies’ proposal is not a viable alternative to the Great 
Lakes project, would provide no benefits to the American 
Natural system and the customers it serves, would not be 
in the public interest, and therefore is not acceptable. 
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GREAT LAKES GAS TRANSMISSION COMPANY 


Estimated Amount of Northern Natural Companies’ 
Annual Costs Chargeable to Trans-Canada and Michigan Consolidated 


In Excess of Great Lakes’ Comparable Costs 
Fifth Year of Operation (1970-71) 


Line 


No. 


Description 


Amount 


rT 


1 


Transportation Company Cost of Transportation 
(Exhibit 53C) 
Adjustments 
Reduction in Transportation Company’s Rate of Return 
from 6%% to the 614% Utilized by Northern Nat- 
ural (Page 2) 
Recalculation of Income Taxes (Page 3) 
Fuel Required to Transport Additional Volumes to 

Compensate for Lower Btu Gas (Page 4) 

Adjusted Transportation Company Cost of Transportation 

Northern Natural Cost of Service Associated with Facili- 
ties to Render Proposed Service (Exhibit 52A) 

Total 

Great Lakes Transportation Cost of Service Based Upon 
Minimum Investment and Operating Costs Estimated 
on Basis Consistent with Transportation Company’s 
Estimate (Exhibit 914) 

Northern Natural Companies’ Costs Chargeable to 
Trans-Canada and Michigan Consolidated in Excess 
of Great Lakes’ Comparable Costs 

Trans-Canada (91.9%) 

Michigan Consolidated (8.1%) 
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( 


$31,451,500 


797,600) 
1,843,800 


172,100 
$32,669,800 


1,734,800 
$34,404,600 
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GREAT LAKES GAS TRANSMISSION COMPANY 


Summary of Annual Costs to Trans-Canada and 
Michigan Consolidated Under Northern Natural Companies’ Proposal 
In Excess of Comparable Costs Under Great Lakes’ Proposal 
Fifth Year of Operation (1970-71) 


Line Trans- Michigan 
No. Total Canada Consolidated 


1 Northern Natural Companies’ Costs 
Chargeable to Trans-Canada and 
Michigan Consolidated in Excess 
of Great Lakes’ Comparable Costs 
(Exhibit 91B) $ 2,949,700 $2,710,800 $ 238,900 
Other Costs to Trans-Canada and 
Michigan Consolidated Under 
Northern Natural Companies’ 
Proposal 
Cost to Transport Higher Specific 
Gravity and Greater Volumes to 
Compensate for Lower Btu Gas 
(Exhibit 89B)* 314,000 314,000 
Import Duty (3¢ per Mef x 
224,981,000 Mcf) 6,749,400 6,749,400 
Cost of Reinforcing System Serv- 
ing Upper Portion of Michigan 
Lower Peninsula if the Great 
Lakes Delivery in North is Not 
Available to Michigan Consoli- 
dated ($7,594,000 per Exhibit 
90B x 15%) 1,139,100 
Cost of Additional Laterals Re- 
quired by Michigan Consolidated 
in the Upper Peninsula Under 
Northern Companies’ Proposal 
($298,000 per Exhibit 90A x 
15%) 44,700 44,700 
Total Additional Annual Costs 
Under Northern Natural 
Companies’ Proposal $11,196,900 $9,774,200 $1,422,700 


* Includes none of the additional costs of distribution and storage which would 
be incurred by Trans-Canada’s customers as a result of receiving higher specific 
gravity and lower Btu gas under the Northern Natural Companies’ proposal. 
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Answering Testimony of Charles G. Daley 


Q. Please refer to Exhibit 57A, Tab F, a document en- 
titled Gas Exchange Contract. Have you read this docu- 
ment? <A. Yes. 

Q. What service is proposed to be rendered by Northern 
for Transportation Company under this contract? A. 
Northern would physically transport certain volumes for 
Transportation Company from Sandstone, Minnesota, 264 
miles to Republic, Michigan, and exchange additional vol- 
umes with Transportation Company, receiving such ex- 
change gas at Sandstone from Transportation Company, 
and delivering equivalent volumes at Ogden, Iowa, 308 
miles south of Sandstone. 

Q. What charge is provided in this contract for the trans- 
portation of gas by Northern for Transportation Company 
from Sandstone to Republic? A. No charge is provided. 
Northern proposes to transport the gas 264 miles from 
Sandstone to Republic free of charge. 

Q. What charge is provided in such contract for the 
receipt by Northern of gas from Transportation Company 
at Sandstone and the redelivery of equivalent volumes to 
Transportation Company at Ogden? A. No charge is pro- 
vided. Northern proposes to render this service free, also. 

Q. Have you given consideration to whether the free 
service you have described would discriminate against 
Northern’s existing customers? A. I have. 

Q. What are your conclusions? A. For a number of rea- 
sons it is my opinion that the free service would be patently 
discriminatory. It is my further opinion that in the future 
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there are likely to develop additional reasons why the free 
service would be even more discriminatory. Thus North- 
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ern’s customers in the future could well argue that changed 
circumstances justify their complaining against the ab- 
sence of a transportation charge or their supporting a 
claim by Northern that there should be a transportation 
charge. 

Q. Could you state the reasons why in your opinion the 
free service to Transportation Company would constitute 
discrimination initially and the bases upon which discrimi- 
nation could be claimed in the future? A. From the stand- 
point of the transportation from Sandstone to Republic, the 
proposal involves a straight transportation of gas against 
which no costs are charged or allocated. The customers 
of Northern who are bearing the costs of the transportation 
facilities could well claim descrimination on that ground 
alone. In addition, this transportation for the account of 
Tramsportation Company requires the construction and 
operation of substantial additional facilities and the entire 
cost of such facilities would be borne by Northern’s cus- 
tomers. Moreover, this would use up cheap expandability 
of that line so that future expansions to meet the needs of 
Northern’s other customers would be more expensive. 

With respect to the transportation between Sandstone 
and Ogden there are a number of reasons why the pro- 
posal is discriminatory. The record shows that the re- 
versal in flow resulting from the exchange would idle up 
to 500,000 Mef per day of the installed capacity in portions 
of Northern’s line north of Ogden. The facilities which 
would have this excess capacity would remain in Northern’s 
rate base and its existing customers would continue to 
bear the entire costs related to such facilities. Since 
Northern’s witness 

$775 


LoChiano has claimed that this excess capacity would be 
available for emergencies and for peaking service, the exist- 
ing customers would be well justified in claiming that it is 
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discriminatory for them to bear the full cost of the capacity 
particularly since under emergency conditions such ca- 
pacity could and would be utilized for Transportation 
Company. 

A further aspect of the arrangement affording a basis of 
a future discrimination claim involves the fact that if 
Northern’s markets north of Ogden do not grow in either 
the volumes or on the schedule now estimated, Northern 
would need added facilities to render the exchange service. 
This would upset the balance of avoided costs now claimed 
by Northern and would give Northern’s customers an addi- 
tional reason to claim discrimination. 

If Transportation Company’s market were to grow out 
of proportion with Northern’s increased markets north of 
Ogden, Northern would have to expand its facilities to 
carry gas south from Sandstone but such construction 
would not avoid any costs in serving Northern’s customers. 
The effect would be to impose additional costs on Northern 
in order to avoid costs on Transportation Company and 
this certainly would provide grounds for a further claim of 
discrimination by Northern’s customers. 

Finally, it should be noted that the balance of avoided 
costs claimed by Northern’s Witness Zanoff as a basis for 
Northern’s providing free services for Transportation 
Company, does not represent a balancing of avoided costs 
of Northern and Transportation Company. It is a com- 
parison not avoided costs of Northern and the difference 
between estimated costs of Transportation Company and 
the estimated costs of a third party, Great Lakes. This 
is not a test which can be used to measure the relative 
costs avoided or savings of 
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Transportation Company and Northern resulting from the 
proposed transportation and exchange arrangement be- 
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tween Northern and Transportation Company. To under- 
stand this point one need only assume that the Northern 
Proposal were before the Commission without the Great 
Lakes project. Obviously, the Great Lakes project then 
couldn’t be used as a basis for Northern rendering free 
service for Transportation Company nor would it be 
relevant in a rate proceeding some years hence. 

In order for Transportation ‘Company to be in a position 
to render all proposed and potential services, its only 
alternative to the Northern exchange and transportation 
services would be for Transportation Company to construct 
pipeline facilities from Sandstone to Republic and from 
Sandstone to Ogden. The difference between the cost of 
such a project for Transportation Company and the present 
proposal is the only valid measure of the savings Trans- 
portation Company would effect by the exchange and 
transportation arrangement. No complete estimate of 
Transportation Company’s costs or savings on this basis 
has been made but commencing at transcript page 1969, Mr. 
LoChiano indicated pipeline costs, without compression, 
equal to some 60 million dollars. Clearly the balance of 
avoided costs claimed by Northern does not exist on this 
basis. Instead the savi to Transportation Company 
would be greater than those claimed for Northern. Under 
the avoided cost theory then, there would have to be a 
charge made by Northern to Transportation Company. 

Q. Assume that the Northern Companies were certifi- 
cated and the exchange and transportation became effec- 
tive. Assume, farther, that in a future rate case involving 
Northern the Commission should find the rendering of 
these free services to be unduly discriminatory and to cast 
an undue burden on Northern’s other consumers. How 
would one go about determining a reasonable charge for 
the free services Northern proposes to render? 
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A. This problem might well be solved by adapting recom- 
mendations made by the Staff and Northern witnesses in 
the pending comparative hearing involving Northern’s 
proposal to build a pipeline from Kermit, Texas, to Beaver, 
Oklahoma. 

In that proceeding Transwestern Pipeline Company pro- 
poses, in lieu of Northern’s building a new line, that Trans- 
western transport and exchange gas for and with Northern, 
using Transwestern’s existing facilities. Transwestern 
does not propose to render this service free but proposes 
acharge. Northern and the Staff both presented witnesses 
who computed Transwestern’s cost of rendering the com- 
bined transportation-exchange service using Mef-mile al- 
locations under which costs on an Mef basis were assigned 
to exchange gas deliveries. The witness sponsored by 
Northern in the Transwestern case claimed Transwestern’s 
rate was too low, although it did not provide for free 
service. The Staff Witness Herbert R. Horton in the same 
case was also concerned lest Transwestern’s rate for its 
proposed service was too low. 

Q. Have you determined Northern’s cost of rendering the 
proposed exchange and transportation service to Transpor- 
tation Company employing an Mcf-mile allocation method? 
A. Yes, Ihave. 

Q. Was Exhibit 93A prepared by you or under your 
supervision and direction? A. Yes, it was. 

Q. Will you explain this exhibit? A. In this exhibit I 
have developed the average cost of transportation of gas 
through Northern’s transmission facilities for the year 
1971, including a 614% rate of return. The basic data, upon 
which the cost of transmission for Northern was based, 
were derived from Mr. White’s Exhibit 52A. I have in- 
cluded in the transmission function cost of 
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service, Northern’s storage cost of service on the theory 
that storage replaces transmission facilities. 

After determining the total cost of transmission, includ- 
ing storage, I classified these costs as between demand 
and commodity, assigning % to demand, and 14 to com- 
modity for all costs except compressor-station fuel, which 
I assigned directly to commodity. In making this classi- 
fication of Northern’s transportation costs other than fuel 
on a %-1% basis, I first checked the ratio of Northern’s de- 
mand and commodity revenues available for recovery of 
transportation costs, other than fuel, and found that such 
ratio did not depart substantially from the %-14 split. I, 
therefore, decided to use that ratio for classifying North- 
ern’s costs. 


After classifying Northern’s costs as between demand 
and commodity, as reflected on Schedule 4 of my exhibit, 


I next determined the Mef miles on Northern’s transmis- 
sion system without the services to be rendered for Trans- 
portation Company. Mcf-miles were determined on a con- 
tract-demand basis for the purpose of spreading demand 
costs and on an annual volume basis for the purpose of 
spreading commodity costs. Northern furnished the miles 
and Mef for its present customers used in this determina- 
tion. After having made such determination with respect 
to sales to Northern’s present customers for the test year 
1971, I determined the Mef miles involved in transporting 
gas for Transportation Company from Sandstone, Minne. 
sota, to Republic, Michigan. I then assigned to the ex- 
change gas, Mcf miles determined by multiplying the dis- 
tance from Sandstone, Minnesota, to Ogden, Iowa, by the 
volumes of gas which would be received by Northern at 
Sandstone and redelivered to Transportation Company at 
Ogden. My next step, as shown on Schedule 3, was to 
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add the resultant Mcf-miles together to determine total 
system Mef-miles for allocation: purposes. 
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On Schedule 2, I have developed Northern’s unit cost of 
transportation on an Mef-mile basis and on Schedule 1, I 
have determined Northern’s full allocated cost for the ex- 
change and transportation services proposed to be rendered 
Transportation Company. 

Q. Will you please state what these costs are? <A. Yes, 
the full allocated annual cost of transportation from Sand- 
stone to Republic would be $793,187, as shown on Schedule 
1 of my exhibit. The full allocated annual cost of deliveries 
at Ogden would be $12,591,743. 

Q. Would you explain the rationale of the allocation 
method employed in your exhibit? A. The problem of de- 
termining the full allocated cost for this service proposed 
to be rendered by Northern to Transportation Company 
must be considered in two parts, first the transportation 
of gas from Sandstone to Republic and second, the ex- 
change of gas between Sandstone and Ogden. 

The transportation of gas from Sandstone to Republic is 
simply a problem of establishing for Northern a reasonable 
rate for a straightforward transportation service. The 
cost of transporting gas is a function of the volume of 
gas to be transported and the distance the volume is to be 
transported. The initial problem here, then, is to determine 
a reasonable cost to be assigned the volume of gas to be 
transported on the basis of such volume and the miles 
transported. 

The exchange service proposed by Northern involves a 
somewhat more complicated problem from a cost view- 
point. Basically, however, the service that Northern pro- 
poses to render to Transportation Company between Sand- 
stone and Ogden may be considered to be transportation 
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for costing purposes. Northern would be able to render 
this service primarily because of its existing facilities. The 
facilities presently 
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installed are being used to Service its existing markets 
which involves the transportation of gas in a generally 
northerly direction on Northern’s system. 

Under the arrangement proposed by Northern and Trans- 
portation Company, Northern’s facilities between Sand- 
stone and Ogden would serve a dual function that would 
permit Northern to continue the delivery of gas to its 
present customers. Thus, in effect, Northern would con- 
tinue to transport gas north through the Ogden-Sandstone 
facilities to the present customers and at the same time 
Northern would, in effect, be able to transport gas south 
for Transportation Company from Sandstone to Ogden. 

Following this line of reasoning, I computed Mef-miles 
for transporting gas to Northern’s customers, other than 
Transportation Company, through Northern’s system as 
though that gas were all being transported from the south. 
I then added to these total Mcf-miles, the Mcf-miles for the 
Transportation Company services computed from the point 
of receipt of gas from Transportation Company to the 
points of delivery to Transportation Company on North- 
ern’s system. I then used these total Mcf miles to deter- 
mine the average cost per Mcf mile on Northern’s system. 
I used the average cost per Mcf mile on Northern’s total 
system because Northern’s total system would be involved 
in effectuating the exchange and transportation service. 

Q. Was Exhibit 93B prepared by you or under your 
supervision and direction? A. Yes. 

Q. Would you explain this document? A. Mr. Holstead 
has testified that Great Lakes would be willing to sell 
Canadian gas to Northern at a point in Minnesota near 
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Superior, Wisconsin. The rate for this sale would be $3.70 
per Mef of contract 
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quantity as a monthly demand charge and 22¢ per Mef as 
a commodity charge. In this exhibit, I show my derivation 
of this rate. The increased volumes of throughput which 
would result from the sale to Northern will permit Great 
Lakes to offer lower rates to all of its customers. I also 
show in this exhibit the derivation of the reduced rates 
which Great Lakes would be able to offer Michigan Con- 
solidated and Trans-Canada. The reduced contract rate 
which would be offered to Trans-Canada as a result of the 
Northern sale, would consist of a demand charge of $2.45 
per Mcf per month and a commodity charge of 4.8¢ per 
Mcf. ‘The reduced rate for the sale of natural gas to 
Michigan Consolidated would consist of a demand charge 
of $5.15 per Mcf per month and a commodity charge of 
24.55¢ per Mef. 

Q. In determining the rates which you have quoted, what 
volumes have you used for the sale to Northern at Superior? 
A. I used a volume of 144.4 MMef per day in the year 
1970-1971. 

Q. Why did you select that volume? A. The maximum 
day volume of 144.4 MMcf represents the load growth esti- 
mated by Northern in its three most northerly rate zones, 
Zones B, C, and D. Under Northern’s present rates in 
each of these zones there would be a margin of revenue 
for Northern above the cost to Northern at the Great Lakes 
rates which I have determined. As shown by Mr. Gilliat’s 
Exhibit No. 92B Northern could receive these volumes into 
its system in the Zones B, C, and D and deliver the load 
growth to its customers in those zones without investment 
in additional facilities. 

Q. Would you continue your explanation of proposed 
rates for Northern? A. The first step in the derivation 
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of these rates was to adjust the Great Lakes total cost of 
transportation which I employed in my 
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Exhibit 20A Sch. 1 to reflect the additional estimated cost 
which will be incurred as a result of increasing the through- 
put of the Great Lakes line from Emerson to Superior, 
Wisconsin by 144.4 MMef/D. The details of the calculation 
of the adjusted cost are shown on Sch. 1, Col. 5. In Cols. 
6 and 7 on Sch. 1, the total cost of service for transportation 
is classified as between demand and commodity cost on 
Line 7. 

In recognition of the fact that transportation costs of 
natural gas are basically a function of volume and distance 
and the much shorter distance from Emerson to Superior 
than to the proposed Michigan delivery points to Trans 
Canada and Michigan Consolidated, I decided that the 
Great Lakes system should be zoned for purposes of estab- 
lishing a rate for sale of gas to Northern. The Wisconsin- 
Michigan border was selected as a logical point for estab- 
lishing the zone line for two reasons. First, it is approxi- 
mately at the midpoint of the system and secondly, the 
rate for sales to Michigan Consolidated, in effect, estab- 
lishes a uniform rate for sales in the State of Michigan. 

I determined the rate for the Minnesota-Wisconsin zone 
on the basis of an Mef-mile cost analysis. On Sch. 7, I de- 
veloped the Great Lakes transmission cost per MMcf/mile 
starting with the total cost of service for transportation 
as classified on Line 7, Cols. 6 and 7, Sch. 1. The system 
average transportation demand cost per MMcf/mile is 
$31.02 per year and the system average commodity cost 
per MMcf/mile is 5.16¢. 

On line 17 of Sch. 7, I show the average transportation 
cost per Mef for the Minnesota-Wisconsin zone. This was 
developed by multiplying the total Mcf miles in that zone 
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as reflected on Line 3, by the Mef/mile unit cost reflected 
on Line 16 and dividing the resultant dollar zone cost by 
the demand and commodity Mef units for that zone. These 
trans- 
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portation costs were carried forward to Sch. 6 where they 
were added to Great Lakes purchased gas unit costs to 
develop the rate which I have quoted for the sale to 
Northern. 

Q. Was Exhibit 93C prepared by you or under your su- 
pervision and direction? A. Yes, it was. 

Q. Would you explain this exhibit? A. This exhibit is 
designed to show the savings to Northern and its customers 
which would be effected through Northern’s purchase of 
144.4 MMcf/D from Great Lakes at Superior, Wisconsin and 
also the savings which would result to Trans-Canada and 
Michigan Consolidated based upon the fifth year 1970-71. 
For the purpose of computing the savings to North- 
ern in this exhibit, I assumed that Northern’s rates in its 
Zones B, C, and D are representative of its average cost in 
those areas. As shown on Sch. 2 of this exhibit, I computed 
the cost to Northern’s customers under Northern’s present 
rates for volumes equivalent to those which are offered 
to Northern by Great Lakes. I also computed the cost to 
Northern of purchasing equivalent volumes from Great 
Lakes. The difference or annual savings indicated is 
$1,657,754. On Sch. 3 of this exhibit I show the savings 
which would flow to Trans-Canada and Michigan Consoli- 
dated as a result of reduced rates which could be made 
available to them by reason of a sale to Northern. Sch. 1 
shows the sum of the savings to Northern and its customers 
and to Trans-Canada and Michigan Consolidated. 

Q. Was Exh. 93D prepared by you or under your su- 
pervision and direction? A. Yes. 
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Q. Will you explain this exhibit? A. This exhibit was 
prepared to spell out in the usual rate schedule form 
5784 
the terms of the offer of Great Lakes to sell natural gas 
to Northern. This rate schedule, except for the price 
level, contains provisions | those in Great Lakes 


a tariff drafted in the usual form including general terms 
and conditions consistent with the Great Lakes contract 
with Michigan Consolidated. 
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NortHern Narvran Gas Company 


Determination of Full Allocated Cost 
of Exchange and Transportation Service Rendered 
Northern Natural Transportation Company 
ublic Transportation 


jemand: 15,233 MMcf miles x $35.11 $ 534,831 
Commodity: 3,879,216 MMcf miles x .0666 258,356 


Total $ 793,187 

Ogden T; rtation 
Demand: 214,029 MMcf miles x $35.11 $ 7,514,558 
Commodity: 76,934,004 MMef miles x .0666 5,077,185 


Total $12,591,743 


Volume 
ublic 14,694 MMef 
len 247,518 MMcf 
Total 


Average Cost 


Sehatlie 


Total 
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Great Laxes Gas Transmission Company 


Summary of Annual Savings to Northern Natural and its 
Customers, Trans-Canada and Michigan Consolidated, 
If Northern’s Indicated Increase in Requirements 
for Zones B, C and D are Purchased from Great 
Lakes Fifth Year of Operation (1970-71) 

Line 
No. 


1 Annual Savings to Northern and its 

Customers (Schedule 2) $1,657,800 
2 Annual Savings to Trans-Canada an 

Michigan Consolidated (Schedule 3) 1,303,800 


Total $2,961,600 
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Answering Testimony of David Williams 


1. Q. Please state your name and address. A. My name 
is David R. Williams, Jr. My business address is Williams 
Brothers Company, National Bank of Tulsa Building, 
Tulsa, Oklahoma. 

2. Q. By whom and in what capacity are you employed? 
A. I am Chairman of the Executive Committee and a 
Director of Williams Brothers Company. 

3. Q. Please state your educational background and ex- 
perience. A. I received a Bachelor of Science degree in 
Civil Engineering from Yale University in December, 1942. 

T entered the Armed Services in December, 1942 and later 
served with the Highth Air Force in the European Theatre 
until 1945. I joined Williams Brothers Corp. in 1946 as an 
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engineer, and subsequently was employed as construction 
foreman, superintendent, and general superintendent until 
1950; then becoming Vice President, of Williams Brothers 
Company, a successor company, as one of its organizers; 
and then becoming Executive Vice President in 1956, serv- 
ing in this last capacity until this year. 

4. Q. Have you previously testified before this Commis- 
sion or other governmental agencies? A. I have not testi- 
fied before this Commission previously, but I have testi- 
fied in Canada before the Royal Commission on Energy and 
a number of times before the Oil and Gas Conservation 
Board of Alberta and the National Energy Board. 
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5. Q. Have you been responsible for estimating the cost 
of, submitting firm proposals for, and constructing large 
diameter pipelines and major water crossings of such lines? 
A. Yes. Ihave supervised the preparation of firm proposals 
and also the construction of large diameter lines together 
with major water crossings in all of the states to be trav- 
ersed by the Great Lakes system, as well as in most of the 
other states, provinces of Canada, and many countries 
abroad. Projects under my supervision over the last twenty 
years total approximately 25,000 miles of pipeline construc- 
tion, including most of the water crossings associated with 
these projects. 

6. Q. Have you been involved in the cost estimates for 
Great Lakes Gas Transmission Company? A. Yes, the cost 
estimates for Great Lakes were prepared by the Construc- 
tion Division of our Company and were reviewed and ap- 
proved by me. 

7. Q. Did these estimates include an estimate on the 
crossing of the Straits of Mackinac? A. Yes, they did. 

8. Q. Are you familiar with the estimated direct cost 
shown for such crossing in Exhibit 21K, Schedule 15? A. 
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Yes. As I have indicated, I have reviewed the estimate for 
this crossing and believe such estimate to be reasonable in 
light of current marine construction technology. 

9. Q. Are you familiar with Exhibit 69 in these proceed- 
ings? A. I have been furnished a copy of Exhibit 69 and 
have reviewed such exhibit. 
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10. Q. Exhibit 69 purports to show costs for the Straits 
of Mackinac crossing of Lakehead Pipe Line Company, Inc., 
whereas Exhibit 21K shows cost estimated for the Straits 
of Mackinac crossing of Great Lakes Gas Transmission 
Company. Do you have any comment to make with respect 
to a comparison of the costs shown on Exhibit 69 for the 
crossing of Lakehead Pipe Line Company, Inc. and the 
costs estimated in Exhibit 21E? A. The total cost shown 
on Exhibit 69 cannot be compared to the estimated cost 
shown on Exhibit 21E. For example, Exhibit 69 includes 
about $2.3 million of overhead costs which alone reduces the 
apparent direct installation costs to some $6.3 million. Ex- 
hibit 69 shows a total for such basic installation costs as (1) 
Preparation of Bed (Dredging, Ditching, etc.), (2) Shore 
Welding of Lines, (3) Coating Lines, (4) Pulling Pipe 
(Barge Welding, Lower-In, etc.), (5) Testing, (6) Back- 
filling, and (7) Cleanup—of only $2.6 million. However, 
an additional item of $3 million is shown for Equipment 
Rentals, Repairs, Maintenance and Supplies, which would 
appear to be extremely high in the light of today’s practices 
but might well include additional overheads and fees, 

11. Q. Are you implying that the cost of Lakehead’s 
Straits crossing was erroneously reported? A. No, sir. 
But without complete details of the Lakehead project, it 
would appear that costs other than the major items dis- 
cussed are attributable to allocations from a number of 
sources which we cannot definitely identify. It is apparent, 
however, that 
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the costs reflected in Exhibit 69 cannot be reasonably com- 
pared with those in Exhibit 21E. 

12. Q. Is there any other reason why 3 comparison of 
Exhibits 69 and 21E iis not reasonable? A. Yes, such a com- 
parison is invalid for a more basic reason. Marine con- 
struction methods and equipment have improved signif- 
icantly since the Lakehead crossing. Moreover, consider- 
able additional experience in marine crossings has been 
gained since 1953, and this combined with the above gain in 
efficiency permits an improvement in cost and greater con- 
fidence in estimating construction of this type. Also, more 
contractors are available today with experience in water 
crossings and we therefore believe firm proposals could be 
obtained within our estimate rather than resorting to a 
cost-plus arrangement as appeared to be the case in Lake- 
head. 

13. Q. Would Williams Brothers Company be willing to 
submit a firm bid for the Mackinac Straits installation costs 
shown in Exhibit 21E? A. Subject only to prior commit- 
ment and ample notification to enable us to schedule this 
construction, Williams Brothers would be willing to sub- 
mit a firm bid within these amounts. 

14. Q. Do you have before you Exhibit 954? A. I do. 

15. Q. Will you please explain Exhibit 954. A. Exhibit 
95A is a letter from Mr. L. BE. Minor, Senior Vice President 
of the well-known contracting and engineering firm of 
Brown and Root, addressed to Great Lakes Gas Transmis- 
sion Company with a 
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copy to Williams Brothers, indicating that such firm would 
also be willing to construct the Straits of Mackinac cross- 
ing for an amount approximating very closely that shown 
in Exhibit 21E. 
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16. Q. Is Exhibit 95A a true and correct copy of the letter 
addressed to Great Lakes from Mr. Minor? A. It is. 


5870 
Hearing Exhibit No. $8 
Answering Testimony of George W. Woods 


Q. Mr. Woods, as the policy witness of Trans-Canada, 
please state Trans-Canada’s position with respect to making 
sales to, or purchases from, Northern Natural Gas Trans- 
portation Company under the proposed exchange arrange- 
ment in the light of the evidence of record in this case? A. 
It is the position of Trans-Canada that the evidence pre- 
sented in this case reinforces and confirms the conclusion 
that Trans-Canada cannot agree nor in our opinion would 
Canadian authorities permit Trans-Canada to sell gas to or 
buy gas from Transportation Company nor utilize the fa- 
cilities of Transportation Company or Northern Natural 
for the transportation of gas from western to eastern Can- 
ada under the proposed exchange arrangment. 

Q. Please explain generally the basis for that conclusion. 
A. In the first place, it is our opinion that the actual cost 
of transportation by Northern Natural and Transportation 
‘Company would not be lower than Great Lakes costs; on 
the contrary, we are convinced that such costs would be 
substantially higher, even before consideration of the 3- 
cent Canadian import duty and other specific costs that 
Trans-Canada would incur under the Northern Companies’ 
proposal. As Mr. Lynch’s Exhibit 91C shows, the addi- 
tional costs that Trans-Canada would incur under the 
Northern proposal could aggregate some $11,000,000 per 
year. 

Secondly and more importantly, we are more than ever 
convinced that, in addition to economics, the other dis- 
advantages to Trans-Canada and its customers of the North- 
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ern Natural-Transportation Company scheme are so 
numerous 
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and significant that Trans-Canada could not possibly par- 
ticipate in that proposal. In developing the over-all Great 
Lakes project of which this application is an integral part, 
Trans-Canada recognized that it was departing from the 
Canadian policy of having all gas pipeline facilities located 
in Canada. Because of the improved economics Trans- 
Canada considered that this departure was desirable and 
would be acceptable to Canadian authorities provided that 
(a) a through line would be constructed which could be 
readily expanded from time to time as circumstances war- 
ranted (‘b) the large reserves of Western Canada would be 
retained to support Eastern Canadian markets and (c) a 
measure of management control would be retained by 
Trans-Canada so that the Great Lakes line would be de- 
signed, built and operated in effect as a southern loop of 
the Trans-Canada system. 

In developing the concept of the Great Lakes project, 
Trans-Canada also believed that in order to obtain the ap- 
proval of United States and Canadian regulatory author- 
ities the possibility of international problems in the years 
ahead should be minimized. 

In developing the Great Lakes project, Trans-Canada 
considered it would in effect be asking United States an- 
thorities for an accommodation to allow it to locate its south- 
ern loop through the United States. While Trans-Canada 
recognized that Great Lakes would have all the respon- 
sibilities of a natural gas company under the jurisdiction 
of the Federal Power Commission, Trans-Canada antici- 
pated that the requested accommodation would be granted. 
It appeared to us that the building of this pipeline would 
be clearly in the public interest of the United States in that 
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taxes, both municipal and federal, would result, employ- 
ment both in the construction and 
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operating stages would be created, and areas of the United 
States would have access to a large new source of gas supply 
for their future requirements. 

Q. On what do you base your statement that, in your 
opinion, the costs of transportation under the Northern 
Natural-Transportation Company proposal would be higher 
than under the Great Lakes project? A. Northern had all 
of the costs, rates and other data relating to the Great Lakes 
project before Northern filed its proposal and, in our 
opinion, presented estimates based upon minimum possible 
investment and operating costs and inadequate allocations 
of costs to Transportation Company. As a result, (1) the 
investment costs of Transportation Company and Great 
Lakes are not estimated on a comparable basis in several 
important respects; (2) Transportation Company’s oper- 
ating expenses are seriously understated in various respects 
and are not presented on a basis comparable to those of 
Great Lakes; (3) Transportation Company erroneously 
assumes that no charge would be applicable to the trans- 
portation and exchange services Northern would perform 
for Transportation Company. ‘Trans-Canada is not fa- 
miliar with the concept of a ‘‘free ride” and naturally is 
apprehensive of its validity. 

As Northern’s witness LoChiano has agreed (Tr. 1998- 
2000), no one pipeline system has unique capabilities that 
enable it to construct or operate a pipeline at less cost than 
another system. It is therefore obvious that estimates made 
on non-comparable basic assumptions cannot be relied 
upon to justify alleged savings in the cost of service which 
will ultimately be based on actual costs. When all factors 
are taken into consideration, Great Lakes’ costs are sig- 
nificantly below those 
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properly attributable to Transportation Company under the 
Northern Companies’ proposal. 

Q. Turning now to your second basic reason for conclud- 
ing that Trans-Canada cannot agree to Northern Natural’s 
proposal, please explain what you mean by the disadvan- 
tages to Trans-Canada and its customers other than straight 
cost comparisons. A. The record already contains a state- 
ment of the many reasons why Trans-Canada is convinced 
that a direct through line, in which it has a voice in manage- 
ment and operation, is essential. These include: (1) Trans- 
Canada’s unwillingness to jeopardize its gas reserve and 
deliverability position by becoming dependent upon North- 
ern or its subsidiary; (2) the necessity for Trans-Canada to 
maintain the ability to expand its capacity to meet the 
increasing requirements of eastern Canada without de- 
pendence upon a ‘‘middleman”’ having its own diverse in- 
terests and objectives; and (3) the necessity for Trans- 
Canada to participate actively in the design, engineering, 
development and day-to-day operations of what is in effect 
a loop line to eastern Canada. Furthermore, we were and 
are convinced that, whatever Northern Natural may now 
contend about the allocation of costs as between Northern 
Natural and Transportation Company, and as between dif- 
ferent customers of Transportation Company, Trans- 
Canada would ultimately have to pay higher rates based 
upon cost allocations found to be proper by this Commis- 
sion. 

The evidence presented in this proceeding, in our judg- 
ment, reinforces our conviction on each of these points. 

Q. What is the basis for your conclusions as regards gas 
reserves and deliverability? 
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A. While we do not suggest that Northern Natural will not 
be aggressive in seeking additional gas reserves to meet its 
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market requirements, it is our opinion that, as shown by the 
evidence in this record, Northern’s present ability to de- 
liver gas and its future ability to acquire additional reserves 
is clearly not as favorable as that of Trans-Canada, and 
that Trans-Canada and its customers would be adversely 
affected from a gas supply standpoint if Trans-Canada 
could acquiesce in the Northern Natural scheme. 

Q. Do you agree with Mr. Simpson’s statements at Tran- 
script 2558 to the effect that as long as Trans-Canada was 
delivering a particular volume of gas at Emerson it would 
be assured of receiving an equivalent volume at St. Clair 
and Sault Ste. Marie under the Northern proposal? <A. I 
cannot agree. Under Northern’s proposal, title to the 
Trans-Canada gas would pass to Northern from its sub- 
sidiary. We have been advised by counsel that in the event 
of a gas shortage on Northern’s system, requiring its United 
States customers to reduce their purchases, the gas re- 
ceived at Sandstone through Emerson could and doubtless 
would be considered by the Commission to be a part of 
Northern’s over-all gas supply, and the deliveries to Trans- 
portation Company by Northern at Ogden would be consid- 
ered a part of Northern’s over-all market requirements. 

In any situation requiring the allocation of gas among 
Northern’s customers, we have no reason to believe that 
Transportation Company—and Trans-Canada—could fare 
any better than Northern’s other customers. 

Q. Are there any other disadvantages to Northern’s 
scheme from a gas supply standpoint? 


5875 
A. Yes. Any company proposing to export gas from 
Canada must establish to the satisfaction of the National 
Energy Board that the volume to be exported is surplus to 
the present and future needs of Canada. Such a showing 
was not required with respect to the gas to be transported 
by Great Lakes directly from western Canada to eastern 
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Canada. Under Northern’s scheme, the National Energy 
Board would be required to make a determination that 
the entire volume to be exported at Emerson was surplus 
to the needs of Canada and in turn to make a complete 
determination of Northern’s ability to deliver equivalent 
volumes to eastern Canada on a long term basis. These 
determinations would also have to be made by the Board 
each and every time eastern Canada needed additional gas. 
Such determination would involve public hearings in 
Canada with respect to the reserves, deliverability and 
markets, present and future, of the Northern Companies. 
This would enormously complicate the planning and imple- 
mentation of future expansion programs by Trans-Canada. 

Similar complications would be presented in respect of 
the provisions of Trans-Canada’s Trust Deed relating to 
gas supply. 

Q. Please explain why, in your opinion, the evidence con- 
firms Trans-Canada’s views as to the undesirability of mak- 
ing its future expansions dependent upon Northern. A. 
Northern attempted to answer this objection by inserting 
@ provision in its proposed contracts that Transportation 
Company and Northern would expand their facilities as 
requested by Trans-Canada. In our view this is a mean- 
ingless and wholly inadequate alternative to active control 
and management of the Great Lakes line. Northern pur- 
ports to commit itself for the next 25 years to expand 
whenever and to the 
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extent desired by Trans-Canada. However, when the eco- 
nomic interests of Northern conflict with those of Trans- 
Canada, reliance on a contractual provision of this kind 
would be a wholly inadequate substitute for participation 
in the management of an affiliated pipeline whose primary 
purpose is to transport gas for Trans-Canada. 

The plain fact is that Northern Natural’s economic in- 
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terests are different from, and potentially conflicting with, 
those of Trans-Canada. We therefore believe that any 
such contract entered into with Northern or its subsidiary 
would be an invitation to international discord and needless 
litigation. 

Q. What is the basis for your statement that the eco- 
nomic interests of Trans-Canada and Northern Natural are 
different and potentially conflicting? A. Trans-Canada is 
primarily interested in servicing the expanding market of 
eastern Canada, but is also interested in marketing Cana- 
dian gas in the United States. Northern’s primary interest 
is in servicing its markets in the United States, but if it 
had a line in being to the Canadian border at St. Clair, 
Northern would undoubtedly be interested in marketing 
additional United States gas in Canada. 

Trans-Canada’s interest in marketing Canadian gas in 
the United States will bring it into potential competition 
with Northern in several areas, including the Mesabi Iron 


Range, the Upper Peninsula of Michigan and Northern 
Tlinois-Indiana-Michigan area. Northern’s interest in sell- 
ing gas to eastern Canada would bring it into potential 
competition with Trans-Canada in those markets. 

Q. Can you give illustrations of what you mean, based 
on evidence in this record? 
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A. Yes. Mr. Sampson has indicated that the Ogden—St. 
Clair line of Transportation Company could and would be 
supplied from Northern’s southwestern sources. If op- 
portunities arose to sell additional gas in the Midwest, 
Northern’s economic interest could lie in supplying that 
gas from the southwest rather than utilizing Canadian gas, 
and Northern would have a profit incentive to do so. North- 
ern would thus have the power to exclude Trans-Canada 
from this market. 
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With respect to supplying gas to eastern Canada, the 
situation would be much the same. While Transportation 
Company purports to agree to expand when requested to 
do so to transport additional Canadian gas, there is nothing 
to prevent it from attempting to take over the growth of 
Trans-Canada’s eastern Canadian markets, and Northern 
could readily use its facilities south of Ogden and those 
of Transportation Company for that purpose, again to 
the exclusion of Trans-Canada. In short, under Northern’s 
proposal Trans-Canada would be completely in the hands 
of one of its principal potential competitors. 

Q. Do you regard the facilities of Transportation Com- 
pany as providing an alternative comparable to the Great 
Lakes line? A. Definitely not. Great Lakes will have a 
36-inch through line from the Canadian border at Emerson 
to the Canadian border at St. Clair. This line can readily 
be expanded to carry additional Canadian gas as the mar- 
kets of eastern Canada grow, and those markets will enjoy 
the benefits of the line’s cheap expandibilty. 

The facilities of Transportation Company would consist 
of two segments of 36-inch line with the facilities of North- 
ern forming the connection. How much would ultimately 
have to be paid by Trans-Canada 
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for use of Northern’s facilities by Transportation Company 
is a matter of conjecture and would be a serious exposure 
to Trans-Canada and its customers, as demonstrated by 
the testimony of Mr. Daley and Mr. Lynch. This is another 
example of the potential for international controversy and 
misunderstandings which we believe is inherent in the 
Northern proposal. 

Q. In your opinion, would Trans-Canada have the benefit 
of the cheap expandability of the Ogden to St. Clair line? 
A. No. As Mr. Sampson has testified at Transcript 2531, 
that line could and would be used to transport gas pur- 
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chased from Northern at Ogden for sale in markets through- 
out the territory traversed by the line. Thus, for example, 
if Northern were able to sell substantial volumes of United 
States gas at Chicago, such a sale would use cheap expand- 
ability of the Ogden-St. Clair line, and the rates proposed 
by Transportation Company might not reflect the fully al- 
located costs of that service, like the service proposed by 
Northern from Sandstone to Republic in this ease. This 
would obviously mean higher costs for Canadian consumers 
in the future. 

Q. In your opinion, are there other disadvantages to 
Trans-Canada relating to expansion of facilities under 
Northern’s proposal? A. Yes. Even if Northern and its 
subsidiary were to be willing to expand to meet Trans- 
Canada’s increased requirements in eastern Canada, any 
such expansion programs would undoubtedly involve the 
interests of and hence the participation by Northern’s 
numerous customers, the regulatory agencies of the states 


in which they are located, and future customers of Trans- 
portation Company. Those customers and regulatory agen- 
cies would naturally oppose any expansion they believed to 
be contrary to their interests. 
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Furthermore, any expansion of Transportation Com- 
pany’s Ogden-St. Clair line might well result in interven- 
tions and opposition from pipelines and distributions com- 
panies serving the area which would be traversed by that 
line. This would be particularly true if the expansion in- 
volved both increased deliveries to Canada and sales to 
customers in the United States. Any such proceedings 
could be long and protracted, and delay the furnishing of 
new supplies of gas to eastern Canada. 

Q. Would the Northern proposal enable Trans-Canada to 
participate in the design, engineering, development and 
operation of the pipeline between its western and eastern 
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systems? A. Not at all. Northern would naturally design, 
engineer and operate its pipeline system and that of its 
subsidiary in its own best interests. For example, Mr. Lo- 
Chiano testified at Transcript pages 1954-1955 that North- 
ern would have several alternatives as to how to make up the 
difference in Btu between the gas received from Trans- 
Canada at Emerson and the lower Btu gas on the Northern 
system. One alternative would involve delivery of more 
Mef’s of gas to Trans-Canada at St. Clair to make up the 
difference in heat content. As Mr. Holstead has pointed 
out, this would make a substantial difference in the fa- 
cilities Trans-Canada and its customers would have to con- 
struct in Canada. This would also be true of the higher 
specific gravity of Northern’s gas. 

There are many other areas which would be disadvan- 
tageous to Trans-Canada. It would have no control over 
the maintenance of spare capacity on Northern’s system, 
the dispatching of gas, particularly in emergencies, the 
development of storage fields in the United States, the 
choice of facilities to be installed in expansion programs, 
sales 

5880 
policies relating to sales of Canadian gas in the United 
States, the design of rates and patterns of service or any 
other matters involving operations in the United States. 

Q. Mr. Woods, you referred to Trans-Canada’s being 
subjected to cost allocation proceedings involving the sys- 
tems of Northern and Transportation Company and the 
disadvantages of such proceedings to Trans-Canada. 
Please explain what you meant. A. Mr. Sampson testified 
at Transcript page 2497 that one of the reasons for utilizing 
a subsidiary was to assure Trans-Canada that it would 
not be burdened with cost allocations on Northern’s system. 
While this statement recognized that the problem exists, 
the creation of a subsidiary, in my opinion, does not help 
but merely intensifies it. 
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Q. What is the basis for your opinion? A. As long as 
Transportation Company utilized Northern’s facilities, the 
question of what charge should be made for such use would 
necessarily be present. Transportation Company’s pro- 
posed rate to Trans-Canada assumes that no charge would 
‘be made by Northern for the exchange service it would 
perform. We are convinced that in any proceeding in- 
volving Northern’s rates, the so-called ‘‘exchange service”’ 
rendered for Transportation Company by Northern should 
and would be assessed a charge related to the cost and 
value of that service. As a customer of Transportation 
Company, Trans-Canada would, of course, have to pick up 
the increased costs. The testimony and exhibits of Messrs. 
Lynch and Daley indicate the range of costs we believe 
would be assigned to the transportation service proposed by 
Northern for Transportation Company. 
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Q. What did you mean by your reference to cost alloca- 
tions on the system of Transportation Company? A. If 
Transportation Company were to engage in sales to other 
customers along its Ogden-St. Clair line, as Mr. Sampson 
indicates that it would do, the question would necessarily 
arise as to the rates to be charged such customers and the 
allocation of costs between those customers and Trans- 
Canada. Trans-Canada does not want to become involved 
in cost allocation proceedings involving either Northern’s 
or Transportation Company’s system. In any such pro- 
ceeding Trans-Canada’s status would be only that of a 
foreign intervenor located at the end of Transportation 
Company’s line. Trans-Canada could not enter into any 
agreement so full of uncertainties and exposures as regards 
the future cost of gas for eastern Canada. 

Q. Mr. Sampson implied at Transcript pages 2506-2507 
that if the Federal Power Commission approved the North- 
ern proposal in preference to the Great Lakes project, and 
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assuming the National Energy Board granted Trans-Can- 
ada’s current application to the National Energy Board, 
Trans-Canada would have no practical alternative but to 
accept the Northern project. Is that your opinion or the 
view of Trans-Canada? A. No. The National Energy 
Board, in denying Northern’s submission (Exhibit 59 in 
this proceeding) expressly held that the Board could not 
in that proceeding issue certificates and licenses in such 
form as would enable Trans-Canada to make agreements of 
the kind contemplated by the Northern proposal. 
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Q. What would be the effect of a Federal Power Commis- 
sion order denying Great Lakes’ application? A. Trans- 
Canada would be back where it started more than two years 
ago. It would have to renegotiate all of the gas purchase 
and gas sales contracts upon which its proposal to increase 
deliveries to eastern Canada are based, since they are ex- 
pressly contingent upon approval of the Great Lakes proj- 
ect. Trans-Canada has no assurance that these contracts 
could in fact be renegotiated or at what rates. Trans- 
Canada would then have to file a new application with the 
National Energy Board. The Board would then have to 
notice the application for public hearing, hold such hearing, 
and render a decision in the matter. Thus, service critical 
to eastern Canada would be further delayed for an in- 
definite period. 

Q. What would be the nature of Trans-Canada’s applica- 
tion to the National Energy Boad in that event? A. For 
all the reasons stated on this record, Trans-Canada would 
have no alternative but to seek authority to commence 2 
program of looping its line east of Winnipeg. 

Q. Mr. Woods, there are several references in this record 


with respect to Trans-Canada’s requirement for additional ' 


service to commence this fall. What is your opinion as 
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to the Northern Companies’ ability to commence such serv- 
ice? A. Even if Trans-Canada were able to accept North- 
ern’s proposal, it could not do so because it is clear from 
this record that Northern and its subsidiary could not com- 
mence the service that Trans-Canada and its eastern Cana- 
dian customers require commencing this fall. Mr. LoChiano 
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testified at Transcript pages 1939-1940 that Transportation 
Company has obtained only 31 miles of widely scattered 
right of way which would be required for the first segment 
of its pipeline between Niles, Michigan and St. Clair. He 
also testified at Transcript pages 1943-1944 that Transporta- 
tion Company has not firmed any pipe orders. More im- 
portantly, even if Northern had the ability physically to de- 
liver gas at St. Clair next winter, it would not, in our opin- 
ion, be possible to obtain the Canadian authorization neces- 
sary todo so. As I have just testified, new contracts would 
have to be negotiated and a new application and hearing 
before the National Energy Board would be necessary. 
None of these steps could even be undertaken until a final 
decision by this Commission had been issued. Obviously, 
these steps could not be accomplished for many months. 

Q. Mr. Woods, please summarize the requirements of 
eastern Canada for additional gas this winter. A. As Mr. 
Clark and I have both testified, it is essential that the pro- 
posed new service to eastern Canada commence late this 
fall to enable Trans-Canada to meet existing firm con- 
tractual commitments to its customers. These commitments 
which are in no way contractually contingent upon Great 
Lakes cannot otherwise be met by Trans-Canada. 

Q. Would Trans-Canada deliver and sell additional Cana- 
dian gas at Emerson to Great Lakes for resale to Northern? 
A. Yes. Trans-Canada would undertake to acquire the gas 
and seek authorization to make it available to Great Lakes 
for resale to Northern. 
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Docket No. CP66-110 et al. 
Exhibit No. 99 


Prepared Testimony of Norman F. Blundell 


Ql. Please state your name, place of residence, and pres- 
ent business association. Al. My name is Norman F. 
Blundell. I am President of Gulf Interstate Engineering 
Company, 811 Dallas Street, Houston, Texas. 

Q2. Describe your education and professional and busi- 
ness experience with particular reference to the natural 
gas industry and the design, engineering, construction and 
operation of natural gas pipeline systems. A2. I received 
a Bachelor of Science Degree in Civil Engineering from 
the University of Nevada in 1932. While I have been asso- 
ciated with the oil industry and more particularly the pipe- 
line division of it since 1935, my first direct connection with 
the gas industry began in 1943 when I was employed by 
the Panhandle Eastern Pipeline Company as a Resident 
Engineer on compressor construction. I remained with 
Panhandle Eastern Pipeline Company until 1950 during 
which time I became Senior Engineer in charge of com- 
pressor design and construction and also was in charge 
of the original design and construction of the Hugoton 
Production Company gathering system and treating plant. 

In 1950 I was transferred to a new subsidiary company 
of Panhandle Eastern Pipeline Company, Trunkline Gas 
Company, Houston, Texas, as 
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Assistant Chief Engineer. I supervised the design and con- 
struction of the complete system which extended from the 
Rio Grande River to Hlinois. 
In 1953 Gulf Interstate Gas Company was formed and 
I became Chief Engineer. This was a new 30” pipeline 
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system from southern Louisiana to Huntington, West Vir- 
ginia, and again I supervised the design and construction 
of a new pipeline system. In January, 1958, I became 
Vice President in charge of Engineering of Gulf Interstate 
Gas Company. 

In 1959 Gulf Interstate Company was formed after the 
gas company was sold. I continued on as Chief Engineer 
of Gulf Interstate Company doing consulting engineering 
work. In January, 1961, Gulf Interstate Company formed 
a subsidiary company, Gulf Interstate Engineering Com- 
pany, and I became Vice President and am now President 
of this company. 

Another major gas transmission project handled by Gulf 
Interstate was the design and construction of Transwestern 
Pipeline Company in 1959, 1960 and 1961. I personally 
managed this project for Gulf Interstate Company until 
Transwestern Pipeline Company’s system was completed 
and in operation. 

I am a Registered Professional Engineer in the States 
of Missouri and Texas and I have been a member of the 
ASA B31.8 since 1953. This committee is responsible for 
writing the American Standard Code 


5886 


for Pressure Piping for Gas Transmission and Distribution 
Piping Systems. 

Q3. Have you previously testified before any govern- 
mental regulating bodies? A3. Yes sir. I have previously 
testified before the Federal Power Commission ag an expert 
engineering witness. I also have testified before the Mich- 
igan Public Utility Commission and the California Public 
Utility Commission as an expert engineering witness. 

Q4. Was Exhibit No. 99-A styled, ‘‘An Engineering Cost 
Estimate of the Proposed Great Lakes Gas Transmission 
Company System as Presented in Docket No. CP66-110”, 
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prepared by you with the assistance of others working 
under your direction and supervision? A4. Yes. 

Q5. What is the purpose of Exhibit No. 99-A? A5. Ex- 
hibit No. 99-A has been prepared to develop our estimate of 
the cost of the facilities proposed by Great Lakes Gas 
Transmission Company. 

Gulf Interstate Engineering Company was assigned the 
project of making a completely independent cost estimate 
of the Great Lakes Gas Transmission Company facilities. 
This exhibit is the result of that analysis. For this pur- 
pose we assume their design criteria was correct. We have 
obtained prices for API X-60 36” pipe for the mainline. 
We have used internal coating on this 36” pipe. 
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We have assumed that the mileages shown in the exhibit 
are correct and that the mileages of Type A, B and C con- 
struction are correct. The construction estimate for ma- 
terial and labor is based on 1966 prices. No escalation has 
been allowed for construction work in the succeeding years. 
The labor estimate has been based on the construction work 
being done during normal laying seasons for the areas. 


Page 2 in the exhibit shows a summary of the investment 
cost for each of the 5 years. Section A of the exhibit covers 
the main pipeline including the crossings of the Mackinac 
Straits and the St. Clair River. The pipeline is broken 
down into the 11 sections in the same manner as shown in 
the Great Lake’s estimate. Pipe quotations are based on 
posted prices from A. 0. Smith Company, Milwaukee, Wis- 
consin, and U.S. Steel Company, McKeesport to Sections 
9-B and 10 and rail freight from Milwaukee to the balance 
of the system. These rail freight rates were furnished by 
the steel companies and confirmed by our freight rate 
service company in Houston. As the freight rates were 
higher than Great Lakes has shown, we requested barge 
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rates from Milwaukee. We were informed that to barge 
on the Great Lakes requires covered barges and A. O. 
Smith Company does not now quote on that basis. An 
example of this variation in freight rate can be seen by 
comparing our prices for 36” .406 wall delivered price to 
Section 1 on page 3 of my exhibit. The unit price for this 
pipe is $17.83 per foot. This price consists of $16.72 for 
pipe and $1.11 for freight from Milwaukee to Newfolden, 
Minnesota. Great Lakes estimates this cost to be $17.54 
per foot, 
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consisting of $16.72 per foot for pipe and $.82 per foot for 
freight. For Section 1 the total difference in freight is 
$164.000. For the total pipeline the freight differential 
amounts to $731,300. 


Installation costs have been estimated after a field inspec- 
tion of the pipeline route. Our data on basic cost units are 
adjusted for changes in labor costs, terrain changes such 
as rock, swamps, roughness, clearing of light or heavy 
timber and river crossings. For my estimate of rock I 
reviewed the strip maps of the Lakehead system for loca- 
tion and their reported yardage to the Interstate Commerce 
Commission for volume. All of the rock occurs in the area 
where this pipeline parallels the Lakehead system. 


We have checked available information covering con- 
struction costs in the same areas to confirm the reasonable- 
ness of our estimates. For instance if the original Lake- 
head 30” pipeline constructed in 1953 were upgraded by 
‘rule of thumb percentages’’ to present day costs, their 
average cost for Wisconsin of $6.20 per foot would be 
$10.18 per foot for 36” in 1966. Their average cost for 
Michigan of $5.75 per foot would be $9.42 per foot for 36” 
in 1966. My average cost estimate for Wisconsin is $8.33 
per foot and for Michigan is $8.68 per foot. 
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As Great Lake’s Section 1 is identical to the north 100 
miles of Northern Natural Transportation Company’s pro- 
posed pipeline in this hearing, I requested from Northern 
Natural in order to compare with my estimate, a breakdown 
of their estimate for this 100-mile section 
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of Transportation Company’s facilities. They informed 
me their estimate was $6.66 per foot as compared to my 
estimate of $6.71 per foot on the same section. Great 
Lake’s estimate is $5.40. 


Contractors who have recently quoted 36” pipelines in 
the southern peninsula of Michigan have made quotations 
for major pipeline companies in excess of my estimate for 
Section 10 of $7.18 per foot. 


I requested quotations from two separate river crossing 
contractors to confirm my estimate of the Straits of 
Mackinac crossing which is slightly less than the original 
Lakehead crossing built in 1953. In this instance experi- 
ence gained in the last thirteen years laying offshore lines 
has partially offset the cost increases due to inflation. 


Similarly I had a contractor’s quotation for the St. Clair 
River in order to confirm my estimate. 


My estimate of rights-of-way and damages appear to be 
slightly less than Great Lake’s estimate. It is based on 
our scouting information of the areas as to cultivation, 
timber, pasture or swamp. 


Section B covers the 10” lateral line to Sault St. Marie 
and the St. Mary’s River crossing. 

Section C covers the details of each of the various sized 
compressor stations and additions to compressor stations. 
These stations are of the same type and size as detailed in 
the Great Lake’s estimate. 
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For estimating these stations we obtained quotations from 
manufacturers of major equipment and material and have 
computed construction costs based on our experience in 
this field. In the case of the turbine stations we have 
added a small auxiliary building and dwelling to our cost 
estimate. These items were not indicated on Great Lake’s 
estimate of their turbine stations but were included in their 
reciprocating stations. We feel they would be needed at 
all locations. 

Sections D, E, F, G and H cover the other miscellaneous 
items of construction. These items have been held identical 
to Great Lakes except for field engineering costs which were 
included in our engineering percentage. I have not changed 
these items because the amount spent is basically a policy 
matter for each company. 

Sections I, J, K and L cover the overhead costs which 
are shown as a percentage of total investment. ‘These 
overhead costs cover organization and management, engi- 
neering and supervision, contingencies and interest during 
construction. The percentages used for contingency and 
engineering were based on our experiences on projects 
similar to this one. Our engineering management position 
on the Transwestern project was similar to this project. 
Total investments are in the same range. Major construc- 
tion expenditures are over a two-year period. Our normal 
estimating method is to include all engineering and rights- 
of-way procurement costs in the engineering 
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percentage. We have added one item to our summary 
sheet which we did not find in the Great Lake’s estimate. 
That item is the cost of a cathodic protection system for the 
pipeline. For a project of this magnitude, it is a sizable 
item. 
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The total investment cost for the first year is $32,753,000; 
the second year is $177,089,000; the third year is $7,804,000; 
the fourth year is $4,006,000 and the fifth year is 
$10,385,000; the cumulative total being $232,637,000. 

Q6. After completing this cost estimate as shown in Ex- 
hibit No. 99-A, have you formed any opinions concerning 
the cost estimate as presented by Mr. Culvern in Exhibit 
K in these proceedings? .A6. Yes sir. In my opinion the 
cost estimate is understated by $20,368,000. The under- 
statement applies particularly in three areas. One, the 
pipeline construction costs; two, the major river crossing 
construction, particularly the Straits of Mackinac; and 
three, the gas turbine compressor costs. For example, our 
quotation for the regenerated gas turbine compressor was 
$935,915. Great Lake’s Exhibit K shows a price for this 
unit of $782,000. ‘This is a difference per unit of $153,915. 
In view of the fact that 14 of these units will be installed 
during the 5-year period this alone accounts for a total 
difference of $2,155,000 exclusive of sales tax, where ap- 
plicable or overhead figures. I know of no recent price 
increase which would account for this discrepancy. Part 
of the pipeline construction cost difference might be at- 
tributed to increased pipeline 
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laying costs in 1965 over 1964, however, the amount of the 
difference exceeds this increase. I feel that the construc- 
tion estimate as presented for this area is just too low for 
the diameter of pipe being installed. 

Q7. Do you normally estimate pipelines by relating one 
diameter of pipe as a percentage of the cost of another 
diameter line? A7. All experienced pipeline people have 
used ‘‘rule of thumb’’ estimates that relate to pipe di- 
ameters for quick judgment estimates on pipeline projects. 
However, when making an estimate for the purpose of ob- 
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taining an FPC certificate and for the purpose of financing 
a project, we always make a detailed cost estimate to arrive 
at the estimated cost. I can give a percentage difference 
between what we call our standard laying prices by di- 
ameters but I would have to calculate them backwards to 
arrive at the percentage. I can also refer to the FPC re- 
port as published on March 16, 1966, concerning reported 
pipeline costs in which they refer to the labor costs reduced 
to a cost per inch-mile of pipeline. Assuming this cost per 
inch-mile would be the same for all sizes, then the cost of 
laying the pipe would be in direct proportion to the di- 
ameter of the pipe. In that event the cost of laying 36” 
would be 20% higher than the cost of laying 30”. Actually 
the inch-mile cost is generally higher for the larger diam- 
eters. A ratio of our basic laying costs indicate the ratio 
should be 28% higher for 36” pipe than 30” pipe. I have 
discussed this with various contractors and pipeline engi- 
neers and the general consensus is the percentage would 
be somewhere between 25% and 30%. 
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Q8. In your opinion are there any items other than those 
shown in your Exhibit No. 99-A which might affect the cost 
of this project? A8. If the project were constructed be- 
tween the months of November and May, the construction 
costs would be materially higher. 


Another item I particularly noted was the fact that they 
have shown a single 10” line crossing the St. Mary’s River 
at Sault St. Marie. Although this is a lateral line, if it 
has a firm househeating load instead of an industrial load 
connected to this lateral on the Canadian side of the river, 
I believe it would be prudent to install a second 10” line 
in the ditch dredged for the first line. The only additional 
cost involved would be the pipe material and the handling 
of the pipe. During the navigation season there would be 
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a high volume of traffic through the locks which might re- 
sult in large boats anchoring in the vicinity of the pipeline. 


Q9. Is Exhibit No. 99-A true and correct to the best of 
your knowledge? A9. Yes. The reasonableness of this 
estimate can be supported by the fact that we as an engi- 
neering group, have designed and built three major gas 
transmission systems in the United States within the esti- 
mated cost as submitted to the Federal Power ‘Commission 
for certification. 


SOMBTRUGTION COST ESTIMATE OF 
-QBEAT LAKES GAP TRANSMISSION COMPANY 


FIVE YEAR SUMMARY OF COST (81,000) 


Section 2 ~ 89, 30 Miles 
Section 3 = 101, 

Section 4 ~ 102,05 Milee 
Section 5 + 111 

Section 6 = 

Section 7 = 60,60 Miles 


Section 11 = 43,65 Miles 
3. Mary's River Crossing 
TOTAL LATERAL LINE, 
Comprescer Stations 
Mew Mattone 
1), 00 HP Reciprocating Cae Enginn 
10,200 KP Reciprocoting Cos Kagine 


9900 MP Reciprocating Gas Kagine 
3400 KP Reciprocating Coe Kagine 


Land In Fee 
TOTAL COMPRESSOR STATIONS 


Mecouring Mattons 
Distrtet Operation and Maintenance 


© Yh Yoare | and 2 
Lol /2% Yoare 3, 40nd 8 
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CONSTRUCTION COST ESTIMATE OF 
GREAT LAKES GAS TRANSMISSION COMPANY 


O— Compressor Station 
13,600 HP Reciprocating Gas Engine Station 
Qty. Unit Material Materia 
MATERIALS 


Land (On Separate Schedule) 

3,400 HP Vert. Gas Engine Ea. $452,770 $1,811,080 

Comp. Office, Shop and Auxiliary 
Building” 


141,300 141,300 
Hi-Press. Gas Piping and S:rubbers 367,500 367,500 
Service Piping and Equipment 312,000 312,000 
Other Materials 53,040 53,040 
Residence 20,000 20,000 
Electrical 82,850 82,850 


Remote Control and Supervisory 
Equipment 67,100 67,100 


TOTAL MATERIALS $2,854,870 
LABOR 986,500 
Total Station Cost $3,791,370 


No. of Stations Installed For: 
Year Minn, Wisc. Mich. 
aN 
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CONSTRUCTION COST ESTIMATE OF 
GREAT LAKES GAS TRANSMISSION COMPANY 


C — Compressor Station 


10,200 HP Reciprocating Gas Engine Station 


nit Amount 
Item Qty. Unit Material Material 


Oe 


MATERIALS 
Land (In Separate Schedule) 
3,400 HP Vert. Gas Engine $452,770 $1,358,310 


Comp. Office, Shop and Auxiliary 
Building ” 130,800 130,800 


Hi-Press, Gas Piping and Scrubbers 325,000 325,000 
SVC. Piping and Equipment 248,000 
Other Materials 53,040 
Residence 20,000 
Electrical 78,900 
Remote Control and Supervisory 55,550 


TOTAL MATERIALS 
+4% Mich. Tax 


Total Station Cost 


No. of Stations Installed For: 
Year Minn, 


Wise. Mich, 


OO ___. 


1 
2 
3 
4 
5 
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CONSTRUCTION COST ESTIMATE OF 
GREAT LAKES GAS TRANSMISSION COMPANY 


C — Compressor Station 


Ni 
¥ 


Typical 13,000 HP Centrifugal Turbine Station 
Unit Amount 
Item Qty. Unit Material Material 
MATERIALS 
Land (In Separate Schedule) 
6,500 HP Gas Turbine Assembly 
Compressor Building 


Remote Cont. and Supervisory 
Equipment 

Station Piping, Valves, Valve 
Operators 

Other Mechanical and Electrical 

Auxiliary Building 

Residence 


TOTAL MATERIALS 
+ 4% In Mich. 


Total Station Cost in Michigan 
Other States 


. of Stati 
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CONSTRUCTION COST ESTIMATE OF 
GREAT LAKES GAS TRANSMISSION COMPANY 


C — Compressor Station 
6,500 HP Centrifugal Turbine Station 
Unit Amount 
, Item Qty. Unit Material § Material 
Nee 


MATERIALS 


Land (In Separate Schedule) 
6,500 HP Gas Turbine Assembly $935,915 $ 935,915 
Compressor Building 12,950 12,950 


Remote Control and Supervisory 
Equipment 20,560 20,560 


Station Piping, Valves and Valve 
Operators 


231,750 231,750 
Other Mechanical and Electrical 10,300 10,300 
Auxiliary Building 30,150 30,150 
Residence 20,000 20,000 
TOTAL MATERIAL $1,261,625 

+4% Tax In Mich. 50,465 

LABOR 315,250 
Total Station Cost In Mich. $1,627,340 

In Other States $1,576,875 
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Answering Testimony of W. V. Hultquist 
Docset No. CP66-110, sr an. 


Q. Are you the same Mr. Hultquist who has testified pre- 
viously in these proceedings in connection with Exhibits 
53, 53A, 53B and 538C? A. I am. 

Q. Will you then turn to Exhibit 100A (WVH-4) and 
state whether it was prepared by you or under your super- 
vision and direction? A. It was. 

Q. Will you describe the exhibit briefly? A. ‘This exhibit 
reflects the increased cost of transportation and rate level 
determination of Great Lakes Gas Transmission Company 
for the fifth year of operation resulting from the increased 
cost of facilities as testified to by Mr. Blundell in Exhibit 
99-A. 

The methods used in computing the additional cost of 
transportation and resulting increased level of rates for 
Great Lakes are the same as the methods used by Mr. 
Daley in Exhibit 20A of these proceedings. 

Q. Will you turn to Schedule 1 and explain it? A. 
Columns (b), (¢) and (a) of Schedule 1 reflect the estimated 
cost of transportation and rate level of Great Lakes as 
determined by Mr. Daley on Schedule 1 of Exhibit 20A. 

Columns (e), (f) and (g) reflect the additional cost of 
transportation resulting from the increased cost of facili- 
ties furnished by Mr. Blundell in Exhibit 99A. The com- 
putation of these additional costs are 
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shown on Schedule 3 of this exhibit. T:wo-thirds of these 
additional costs have been assigned to demand and one- 
third to commodity, following the same method used by Mr. 
Daley in Exhibit 20A. 
Columns (h, (i) and (j) reflect the adjusted cost of trans- 
portation and resulting level of rates for Great Lakes based 
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on the fifth year of operation including 6.5% return on the 
increased cost of facilities. The demand and commodity 
rate levels were developed in the same manner used by Mr. 
Daley in Exhibit 20A. 

The 100% load factor rate to Trans-Canada Pipe Lines 
Limited would be 14.3¢ per Mef, an increase of .99¢ over 
the rate proposed by Great Lakes. The 100% load factor 
rate to Michigan Consolidated Gas Company would be 
42.98¢ per Mcf, an increase of 1.00¢ over the rate proposed 
by Great Lakes. 

Q. Will you turn to Schedule 2 and explain it? A. Sched- 
ule 2 is a summary of the transportation operating expenses 
for the fifth year of operation. Since Mr. Blundell’s Ex- 
hibit 99A was based on the same physical facilities as pro- 
posed by Great Lakes, these expenses are identical to those 
used by Mr. Daley on Schedule 2 of Exhibit 20A. 

Q. Will you turn to Schedule 3 and explain it? A. 
Schedule 3 shows the computation of rate base, return at 


6.57%, taxes and depreciation for the fifth year of opera- 
tion. The amounts in Column (b) represent those used by 
Mr. Daley in his Exhibit 20A. 

The amounts in Column (c) represent the computation 
of additional costs 


$927 
resulting from the increase in cost of facilities obtained 
from Mr. Blundell. The additional plant in service and 
additional depreciation reserves on Lines 1 and 2 were 
based on plant additions by years furnished by Mr. Blun- 
dell. The return at 6.5% of the additional rate base is 
computed on Line 8. In the computation of income taxes, 
the additional net income deductions on Line 16 were as- 
sumed to be in the same ratio to the rate base as that re- 
flected in Column (b). Additional income taxes were then 
computed on Lines 19 and 21. Additional general taxes 
and depreciation were computed on Lines 22 through 25 in 
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the same manner and using the same percentages as used 
by Mr. Spark in Exhibit 22A. 

The amounts in Column (d) reflect the adjusted costs of 
transportation for Great Lakes in the fifth year of 
operation. 

Q. Does that complete your explanation of Exhibit 100A 
(WVH-4)? A. It does. 

Q. Mr. Hultquist, would you refer to the Transcript, 
beginning on Page 1488, where Mr. Spark discusses the 2% 
rate he used in computing general taxes? On Page 1490, 
he states that he used a ratio of 2.49% in computing Ad 
Valorem taxes for the State of Minnesota, and that he 
found that ratio in Northern Natural Gas Company’s 
F.P.C. application at Docket No. OP64255. Are you 
familiar with the ratio of 2.49% used in computing Ad 
Valorem taxes in the State of Minnesota in that docket? 
A. Yes. I was the Northern witness in that hearing testi- 
fying to economic feasibility which included the computa- 
tion of Ad Valorem taxes. 

Q. What did the 2.49% represent? A. It was a state 
average for Minnesota estimated by Northern’s Tax De- 
partment 

5928 
for the Year 1964, based on Northern’s experience in the 
counties in which Northern had property at that time. The 
majority of those counties are located in the southern por- 
tion of the State. 

Q. What rate is Transportation Company using for 
computing Ad Valorem taxes in the State of Minnesota 
and what is the basis for that rate? A. Transportation 
Company is using a rate of 317%. This rate is based on 
the average mill levy for the Year 1964 in the counties in 
which the property of Transportation Company will be 
located. All of these counties are in the northern portion 
of the State. 
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Q. Do the proposed lines of Transportation Company 
and Great Lakes pass through the same general area of 
Minnesota? <A. Yes. Although Great Lakes’ line runs 
generally north of Transportation Company’s line, six of 
the ten counties it passes through are also crossed by 
Transportation Company’s line. A comparison of the aver- 
age 1964 mill levies in the counties through which Great 
Lakes’ line will be located reveals that it is higher than 
a similar average mill levy for the counties in which ‘Trans- 
portation Company’s line will be located. These mill levies 
were obtained from an Annual Report prepared by the 
Minnesota State Auditor. 

Q. If you were to make a computation of General Taxes 
for Great Lakes for the Year 1971, similar to that made by 
Mr. Spark, but using 3.17% for the Minnesota rate instead 
of 2.49%, what would be the effect on Great Lakes’ cost 
of service in Exhibit 20A? A. 'The effect would be to in- 
crease the cost of service of Great Lakes in the Year 1971 


by approximately $466,000. 
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Hearing Exhibit No. 104 


Rebuttal Testimony of David R. Williams, Jr. 


Q. Mr. Williams, I hand you a document marked Exhibit 
104A (DRW-1) for identification and ask you to explain 
what it shows. A. This is a tabulation comparing the esti- 
mates of pipeline construction costs prepared for Great 
Lakes by Williams Brothers and presented as Exhibit 215 
in this proceeding with the estimates made by Mr. Norman 
F. Blundell of Gulf Interstate Engineering Company on 
behalf of Northern Natural Gas Company. 

Q. Referring to the first line of this exhibit, have you 
been able to reconcile or rationalize the differences in the 
two estimates of main line construction costs, amounting to 
approximately $10 million. A. No, I have not because Mr. 
Blundell’s exhibit and work papers do not contain sufficient 
information to permit a comparison. 

Q. Were Williams Brothers and Mr. Blundell’s estimates 
of installation costs made in the same manner? A. They 
do not appear to have been. Our estimates were made on 
exactly the same basis as though we were preparing a bid 
to construct the project. That is, we prepared detailed 
estimate sheets, some 120 in all, covering labor and equip- 
ment requirements to build the line, spread by spread. 
For this purpose we conducted a detailed aerial and on-the- 
ground field reconnaissance of the route, which was sum- 
marized on some 41 sheets of field reconnaissance data 
covering the 989 mile traverse. Each sheet covered the 
traverse through one country—an average of about 25 
miles—and showed the specific lengths encountered of 
swamp, streams requiring weights, solid rock, loose rock 
and timber, and requirements for drain 
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tile, extra depth ditch, etc., as well as the type of terrain, 
soil, land use and noted features affecting progress. The 
estimated average construction progress is shown on each 
sheet for the traverse section considered. These field re- 
connaisance sheets and the corresponding summary sheets 
compose my Exhibit 104B (DRW-2). 

Q. Do you believe this method of computing your esti- 
mate yields a more accurate result than that used by Mr. 
Blundell based simply on unit costs per foot for different 
types of construction? A. Yes. An experienced contractor 
would develop his bid on the basis of spread requirements 
in men, material and equipment for the specific terrain in 
each section related to specific rates of progress for each 
spread. He would not rely upon assumed unit costs for 
general regions and categories of work. 

Q. What method did Mr. Blundell use? A. Mr. Blundell’s 
work papers as furnished to us consist of only a single 
page relating to main line installation costs. That one 
page is marked Exhibit 104C (DRW-3) for identification. 
On that work sheet Mr. Blundell indicates that he divided 
the job into 3 basic types of construction and assigned a 
single unit cost for each type of construction for each of 
the States of Minnesota, Wisconsin and Michigan. He 
then utilized these unit cost figures in estimating each of 
the pipeline sections. Since Mr. Blundell does not explain 
how or why he divided pipeline construction into the 3 
basic classifications or how he derived unit costs for each 
state, I have no way of comparing his cost estimates with 
ours. 

Q. Do you regard the use of state-wide unit costs as an 
appropriate method of estimating costs? 
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A. No, I do not. Construction costs can vary widely 
within particular states and sometimes even between closely 
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parallel route locations. Mr. Blundell may have attempted 
to minimize this problem by his three classifications of 
construction, but I am convinced that the method we used 
of actually pricing out each individual section, taking ac- 
count of all of the physical features encountered, produces 
more reliable results. 

Q. Mr. Williams, Mr. Blundell refers at page 5 of his 
prepared testimony to reliance upon the experience of 
Lakehead Pipe Line Company in this particular area. 
What use did Williams Brothers make of the Lakehead 
data? A. We were familiar with the Lakehead traverse 
since we bid the entire original line and later constructed 
portions of the loops. This experience, plus our detailed 
field reconnaissance, assisted us in selecting the route of 
the Great Lakes line to maximum advantage, as is shown 
by our field reconnaissance notes. 

Q. In this connection Mr. Blundell refers at pages 5 and 
6 of his prepared testimony to a comparison of estimates 
made by Transportation Company, Great Lakes and him- 
self, all of which pertained to the same area traversed by 
the northern 100 miles of Transportation Company’s line 
in Minnesota. His comparison indicates that Transporta- 
tion Company’s estimate of laying costs is $6.66 per foot 
and his own is $6.71 per foot, as compared with Great 
Lakes’ $5.40 per foot. Do you have any comment on this 
testimony? A. Yes. In the first place, Mr. Blundell 
states that he obtained the estimate of $6.66 per foot for 
the first 100 miles from Transportation Company. We 
have been unable to derive that figure from any working 
papers 
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supplied to us by Transportation Company. As a matter 
of fact, our calculations indicate that Transportation Com- 
pany’s estimate for comparable construction was actually 
only $4.63 per foot in this area. We have also made a 
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similar comparison of unit laying costs for all of Minnesota. 

Q. I hand you a document marked Exhibit 104D 
(DRW-4) for identification and ask you to explain what 
this document shows. A. Exhibit 104D (DRW-4) is a 
comparison of the laying cost estimates of the various 
parties both for the initial 100 miles of construction and 
for all of Minnesota; adjusted so as to place the various 
estimates on a comparable basis. The figures at the left- 
hand side of the page are for total Minnesota construe- 
tion and reflect the estimates made by Transportation 
Company (Col. 1), Great Lakes (Col. 2) and Mr. Blundell 
(Col. 3), respectively. Transportation Company’s basic 
estimate of $7.37 per foot has been reduced by 76¢ per foot 
to take account of the fact that Transportation Com- 
pany’s proposed line, as described in its work papers, 
traverses 70 miles of swamp in Minnesota as compared with 
only 40 miles of swamp for Great Lakes. The 76¢ per foot 
adjustment is derived by dividing the total additional 
cost for 30 miles of swamp in the amount of $1,160,000 by 
the length in feet of Minnesota construction. The result 
is that Transportation Company’s estimated costs for 
equivalent construction (i.e. assuming the same amount 
of swamp) are somewhat lower than those of Great Lakes 
and significantly lower than those estimated by Mr. 
Blundell. 

Q. Please explain the comparison as to the initial 100 
miles of construction? 
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A. The figure of $5.40 in Column (5) is Great Lakes’ 
estimate of basic laying costs in this section, while the 
figure of $6.71 in Column 6 is Mr. Blundell’s estimate for 
the first 100 miles of construction, both of which are 
referred to in Mr. Blundell’s direct testimony. Our anal- 
ysis of Transportation Company’s working papers indi- 
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cates that its basic laying cost for the first 100 miles of 
construction is $4.63 per foot as shown in Column 4, rather 
than the $6.66 referred to by Mr. Blundell. To each of 
these figures the estimated cost of coating material is then 
added. No adjustment has been made for swamp con- 
struction since we employed for this comparison Mr. 
Blundell’s premise that construction conditions for both 
routes in this section are identical. Thus, the total basic 
laying costs estimated by Transportation Company are 
only $5.26 per foot for the first 100 miles of line as opposed 
to $5.96 per foot estimated by Great Lakes and $7.34 esti- 
mated by Mr. Blundell. 

Q. I hand you a document marked Exhibit No. 1045 
(DRW-5) and ask you to explain what it shows. A. This 
exhibit shows direct installation costs in Minnesota for 
Trasnportation Company and for Great Lakes as esti- 
mated by Great Lakes and by Mr. Blundell. These figures 
include not only basic laying costs but such other items 
as valve installations, railroad crossings, surveying and 
mapping, etc. As is indicated on the exhibit, Great Lakes’ 
estimates and those of Transportation Company are within 
about $500 a mile or 1% of each other whereas Mr. 
Blundell’s estimate for the same construction is more than 
$13,000 per mile or 25% in excess of the estimates of both 
Great Lakes and Transportation Company. As I have 
previously indicated, Transportation Company traverses 
considerably more swamp in Minnesota than Great Lakes, 
and when 
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this is taken into consideration Transportation Company’s 
costs should be approximately $4,000 per mile greater than 
Great Lakes’ costs. 
Q. Are you able to comment specifically on any of the 
other estimates of main line installation costs made by 
Mr. Blundell? A. Yes, Mr. Blundell added approximately 
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$1.4 million in conerete pipe and weights, which results 
from the fact that he estimated approximately 77,000 feet 
more of swamp construction than we did. I do not know 
the extent of Mr. Blundell’s survey of the Great Lakes line, 
but as is indicated by our field reconnaissance notes, our 
survey was comprehensive and detailed, and I am con- 
vineed that Mr. Blundell’s estimate of the amount of 
swamp traversed by our specific route is in error. 

Further, we prepared our construction estimates on the 
conservative basis of using concrete coated pipe and 
weights throughout swamp areas, whereas it appears that 
Transportation Company has employed swamp anchors in 
their estimates for approximately 75% of the total length 
of pipe requiring hold-down, thereby effecting savings of 
about $10 per foot. We recognize that in: the actual con- 
struction it certainly will be possible to use swamp anchors 
in appropriate locations with substantial savings. In 
addition, at some locations where our estimates assume 
use of weights we believe stable cover will be available 
and will permit the elimination of such weights entirely. 
While the decision whether to use swamp anchors or 
weights must be made in the field in light of actual condi- 
tions, using Transportation Company’s assumptions on 
the use of swamp anchors, Great Lakes could save approxi- 
mately $3 million in its allowance for concrete weights. 
In conclusion, therefore, Mr. Blundell’s upward adjust- 
ment of $1.4 million to our estimates is not only invalid 
but there appears to be room for a substantial saving to 
Great Lakes, which Transportation Company has 
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already assumed in its estimates. 

Q. Mr. Williams, I hand you a document marked Exhibit 
104F (DRW-6) and ask what it shows? A. This is a tabu- 
lation showing the over-all direct installation costs per 
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mile estimated by Transportation Company, Great Lakes 
and Mr. Blundell, respectively, for construction of 36-inch 
pipeline. It indicates that Transportation Company’s 
estimate over-all is approximately $50,800 per mile com- 
pared with Great Lakes at $49,500 per mile—a difference 
of only $1,300 per mile or 2%, while Mr. Blundell’s esti- 
mate is $62,100 per mile, which is over 22% greater than 
either Transportation Company’s or Great Lakes’ estimate 
for 36-inch pipeline construction. 

Q. Do you regard the difference in estimated direct in- 
stallation costs between Transportation Company and 
Great Lakes to be within the range of reasonableness? 
A. Yes, Ido. A review of the working paper shows that 
Transportation Company’s route traverses some 35 miles 
more of swamp than the Great Lakes line. This means that 
Transportation Company’s over-all costs should be about 
$1,400 per mile greater than Great Lakes’ on that account 
alone. The Great Lakes route encounters slightly more 
rock, while the Transportation Company route traverses 
more congested and heavily built-up areas. Under all the 
circumstances, recognizing that the two routes are not 
directly comparable, the fact is that the Great Lakes and 
Transportation Company direct installation cost estimates 
are very close together, in contrast with Mr. Blundell’s 
estimate. 

Q. Have you any comment on the difference in estimates 
for the crossing of the Straits of Mackinac? 
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A. Not in addition to those contained in my answering 
testimony previously filed. In the light of that testimony, 
Mr. Blundell’s estimate is clearly overstated. 

Q. Please discuss the estimates covering the St. Clair 
and St. Mary’s River crossings. A. Again, Mr. Blundell’s 
work papers consist merely of one-page sheets containing 
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total estimates for dredging, pipework and miscellaneous, 
So it is difficult to assess the estimate. I consider our esti- 
mate to be reasonable. Since Transportation Company 
used Great Lakes’ estimates for these crossings, however, 
it is obvious that any increase in these costs would apply 
equally to both projects. With respect to Mr. Blundell’s 
statement concerning the need for a double crossing of 
the St. Marys River, I should point out that decisions on 
single or multiple crossings of major rivers must involve 
consideration of many factors, among them; current and 
scouring, ice conditions, fluctuations in water level, naviga- 
tion and anchorage, changes in banks and channels, as 
well as the effect of a break upon continuity of service. 
It was in this total consideration that the design decisions 
were made for multiple crossings at the Straits of Mackinac 
and the St. Clair River and a single crossing of the 
St. Marys River. 

Q. Mr. Williams, what is your understanding of Trans- 
portation Company’s design for the crossing of the Mis- 
sissippi River on its Ogden to St. Clair main 36-inch line? 
A. Transportation Company’s working papers indicate 
that it proposes a single crossing of the Mississippi River, 
which will carry approximately 700,000 Mef per day on a 
winter peak day in the fifth year, upon which a substantial 
part of the entire requirements of eastern Canada would be 
dependent. 
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Q. What is the basis for the difference of $4.4 million 
in the estimate of compressor station costs made by Mr. 
Blundell? A. This difference consists of increases of $2.2 
million in turbine engine costs, $0.5 million in additional 
buildings, $0.6 million in other materials and $1.1 million 
in installation costs assumed by Mr. Blundell. 

Q. Is Mr. Blundell’s estimate of $2.2 million in additional 
turbine engine costs justified? A. No, it is not; in fact, in 
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the light of recent developments we anticipate that it may 
actually be possible to reduce Great Lakes’ turbine costs. 

Q. Please explain your answer. A. At page 8 of his pre- 
pared testimony, Mr. Blundell states with respect to the 
cost of gas turbines: 


“‘... For example, our quotation for the regenerated 
gas turbine compressor was $935,915. Great Lakes 
Exhibit K shows a price for this unit of $782,000. This 
is a difference per unit of $153,915.” 


The figure of $782,000 for a 6,500 HP unit used in our 
estimate was quoted to us by Orenda Inc. I can only as- 
sume that Mr. Blundell’s quotation of $935,915 for a 6,500 
HP unit came from some other manufacturer. As an ex- 
ample, the Westinghouse 6,500 HP unit sells for only 
$2,000 less than the 7,500 HP unit. This, of course, indi- 
cates that Westinghouse has standardized on a 7,500 HP 


rather than 6,500 HP class of units. 

Manufacturers are now producing larger and better en- 
gines at equal or less cost per horsepower than before. For 
example, Orenda now makes a 7,625 HP unit which, com- 
plete with controls, sells for $913,955, or only $120 per 
horsepower, as compared with $130 per horsepower with 
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controls for the 6,500 HP units used in the design of Great 
Lakes. If Great Lakes finds it desirable to utilize the new 
7,625 HP units, I am advised that it might be possible to 
make significant savings in the total cost of turbine units 
and fuel costs included in Great Lakes’ present estimates. 

Q. Please comment on the difference between Mr. 
Blundell’s and Great Lakes’ estimates for turbine installa- 
tion and additional buildings in the amounts of $1.4 million 
and $0.5 million respectively. A. Again, Mr. Blundell’s 
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work papers are inadequate to permit any analysis. I 
consider our estimates to be sound. 

We do not agree with Mr. Blundell’s assumption that 
each compressor station should have an auxiliary building 
and a $20,000 residence for the station operator. As an 
example, neither has been found necessary by Trans- 
Canada in operating turbine stations under similar climatic 
conditions, and we do not consider either necessary on 
Great Lakes. 

Q. Please comment now on the overheads estimated by 
Mr. Blundell. A. The only different percentage used by 
Mr. Blundell in calculating overheads was 5% rather than 
our 4% for engineering and supervision. However, since 
he included surveying and mapping and field engineering 
and inspection as overhead items rather than direct costs, 
as we did, his 5% is therefore comparable to our 4%. But, 
since all of the overhead percentages are applied against 
his excessive direct costs, Mr. Blundell’s overhead allow- 
ances amount in total to approximately $2 million in excess 
of our estimates. 

Q. Mr. Williams, do you regard your firm’s total esti- 
mate of Great Lakes’ construction costs to be reasonable 
and proper? 
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A. Ido. We were instructed by Great Lakes to prepare 
our estimate exactly as though we were bidding the job 
and we did just that. There have been recent increases 
in some costs, which would of course be applicable to the 
Great Lakes and Northern Natural projects alike. How- 
ever, I am convinced that adequate allowance has been 
made in our over-all estimates to cover such increases. 
This summer is one of the heaviest pipeline construction 
years on record, and I would expect that bids for this sum- 
mer’s construction would be high. Bids for construction 
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beginning in the fall and for next year, particularly as the 
two can be combined so that the contractor can plan his 
work on that basis, should be more reasonable. I have 
every confidence that Great Lakes can be constructed within 
the cost estimates we have prepared. 
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Hearing Exhibit No. 104-B 
1659 GLGT 


MAINLINE & LATERAL 
FIELD RECONNAISSANCE REPORTS 
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Exhibit No. 104D (DRW-4) 
GREAT LAKES GAS TRANSMISSION 


Comparative Basic Lay Cost in Minnesota 
$/Foot 


(1) ) (3) (4) (5) (6) 
Total Minnesota Initial 100 Miles 
NNGT GLGT Blundell NNGT GLGT 


Exh, Per 
21-E Blundell 
Basic 
Estimate 7.37* 6.78% . 5 5.407 6.71 
Coating 
6.78 ; 5.96 7.34 

Swamp * 
Adjustment 76 - 

6.61 6.78 


2 Per LoChiano Exhibit 49, page 18 
2Per Blundell, Direct Testimony, page 6 
2 Based on additional cost for swamp in amount of $1,160,000. 
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Hearing Exhibit No. 104-F 
GREAT LAKES GAS TRANSMISSION 


Comparison of Direct Installation Costs on a Per Mile 
Basis for 36” Pipeline Construction for Great Lakes Gas 
Transmission, Northern Natural Gas Transportation and 
Gulf Interstate Engineering Based on Total 


Project 


Direct Installation 
Company Cost $/Mile 


Great Lakes Gas Transmission $49,470 
Northern Natural Gas Transportation $50,800 
Gulf Interstate Engineering $62,090 


6178 
Rebuttal Testimony of R. LoChiano 


Q. Mr. LoChiano, have you read the answering testimony 
filed by Great Lakes Transmission Company? A. Yes sir, 
T have. 


Do you have any comments you wish to make concern- 
ing the statements contained in this answering testimony? 

Yes, sir, I do. More particularly I would like to direct 
my comments toward the testimony supplied by Mr. Hol- 
stead. Mr. Holstead has re-established Great Lakes’ costs 
for the supposed reason of placing their system on the 
same basis as Transportation Company for better com- 
parison. He has adjusted their pipe prices to reflect the 
use of X-65. He has eliminated costs for internal coating; 
he has adjusted the contingency to that used by Transpor- 
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tation Company, and he has used the engineering, overhead, 
interest percent that was used by Transportation Company. 

Q. What comments do you have on these adjustments? 
A. I would like to discuss these items one at a time. First 
being the X-65 pipe. Great Lakes is certainly free to use 
X-65 pipe and I have no objection to their adjusting their 
prices accordingly. It is interesting, however, that in pric- 
ing out the X-65, Mr. Holstead has used freight rates which 
are higher than those included in Great Lakes’ direct case. 
We concur with these new freight rates. They would apply 
to either X-65 or X-60 pipe as they are on a per ton basis. 


6179 


Applying these to Great Lakes’ direct case estimate would 
add $463,000 to their original cost. In addition to this, Mr. 
Holstead has failed to reflect the increase costs of the X-60 
pipe they have ordered for the first 158 miles of line. Mr. 


Culvern has stated in cross-examination that the pipe 
prices were 22c per foot higher than was contained in their 
application. This adds an additional $179,000 to the direct 
case estimate. With overheads and contingencies, the en- 
tire adjustment to the direct case pipe price is approxi- 
mately three-quarters of a million dollars. This figure, in- 
cidentally, is within $40,000 of agreeing with Mr. Blun- 
dell’s estimate for the increase required on Great Lakes’ 
pipe prices. 

Q. The next item Mr. Holstead reflected was the elimina- 
tion of internal coating. Do you have any comments on this 
action? A. Here again, they are free to eliminate internal 
coating from the cost of their project if this is their true 
intention. However, my impression of Mr. Holstead’s 
statements is that they intend to use the internal coating. 
I am at a loss, therefore, to understand how they can 
compare costs on a basis which they do not intend to follow. 
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Q. The next item that was adjusted was contingency. Do 
you object to this? A. Yes, I do. Mr. Holstead adjusted 
his 5 percent contingency to the 4.3 percent used by Trans- 
portation Company. As I stated in my direct testimony, 
the contingency factor is dependent upon the accuracy of 
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the basic cost to which they are applied. It is incorrect to 
assume that the same contingency factor should be used for 
all estimates. We firmly believe that Great Lakes’ basic 
costs are too low. This was substantiated in Mr. Blundell’s 
cost estimates for their line. If Great Lakes uses our contin- 
gency factor, they should also use our basic cost factors or 
their equivalent. For instance, on the first 100 miles of pipe 
line from Emerson south, Great Lakes and Transportation 
Company have the identical route. Their construction costs 
per foot for this section is $5.40 while Transportation Com- 


pany’s is $6.66. A difference of 23 percent. Similarly, their 
centrifugal stations are somewhat lower cost per horse- 
power than ours while they use a much more costly piece 
of equipment than we do. I would prefer to discuss this 
item in more detail later on. 


Q. The fourth item in the adjusted investment was engi- 
neering, overhead and interest. Do you agree with this 
adjustment? A. No, I do not. Mr. Holstead made use of 
the engineering overhead and interest factor as in- 
cluded in Transportation Company’s estimate. He has 
indicated that Great Lakes’ costs for these items should 
be the same as those for Transportation Company. 
Mr. Holstead states that they used 7 percent for the first 
two years as compared with 41 percent during this period 
by Transportation Company. He also states that Great 
Lakes used 814 percent for the last three years 
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of the project as compared with 5 percent for Transpor- 
tation Company. Mr. Holstead figures’ indicate that there 
is a difference of 214 percent during the first two years and 
314 percent during the latter time. As the great bulk of 
expenditures occurred during the first two years, the 
weighted average of the differences would be something 
below 3 percent. 

To make a valid comparison between the factors used by 
the two companies, all of the items covered by the factors 
should be included. Mr. Holstead, for instance, admits that 
their engineering-overhead factor includes the right-of-way 
acquisition costs. Transportation Company includes this 
item in its direct costs. Great Lakes’ estimate for their 
right-of-way acquisition is $1,673,000. Mr. Woods also 
stated on cross-examination that Great Lakes has spent, 
as of December 1966, $1,784,000 in their application efforts. 
This number in May was estimated by him to be near 
$2,100,000. Transportation Company’s estimate for costs 
associated with obtaining the application are $600,000 in 
total. As of December 1965 only a moderate amount of this 
money had been spent. 

Great Lakes intends to use Williams Brothers for the 
engineering of their project. A normal engineering fee on 
a project of this size is from 1 to 11% percent of total cost. 
Using the lower percentage number, the fee would amount 
to $2,117,000 based on Great Lakes’ direct case. 
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The total of the right-of-way acquisition costs, the ap- 
plication costs through December, and engineering fee 
amounts to $5,574,000 or 3 percent of Great Lakes’ esti- 
mated direct costs. These monies are beyond those included 
in Transportation Company’s engineering, overhead in in- 
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terest figures and for comparison purposes should be added 
to our 41% percent or 5 percent factor. 

In addition to the above, Mr. Culvern stated on cross- 
examination that all of the materials for the first phase 
of Great Lakes’ application has been placed on firm order 
and is in the process of being delivered. Their estimate 
for these materials is $16,379,000. If the F.P.C. certificate 
is not issued until next year sometime, which is a definite 
possibility, there would be $980,000 interest charges in- 
eurred for the purchased materials. This, again, is beyond 
the costs that Transportation Company would incur. The 
overall total of extras costs then would be $6,554,000, which 
equals 314 percent of their estimated direct costs. 

Q. You are saying that Great Lakes under their proposed 
application would actually incur as much as 31% percent 
higher engineering, interest and overhead costs than would 
Transportation Company. A. That is true. The 3% per- 


cent exceeds the average differences between Transporta- 
tion Company’s factor and that used by Great Lakes. So, 
if anything, their 7 to 814 percent number is too low when 
compared to our number. All of this assumes that the engi- 
neering company can operate as efficiently as an existing 
staff of a gas company such 
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as Northern’s. I was an officer with an engineering company 
for several years prior to coming to Northern. Based on 
first hand knowledge, I can definitely state that an engineer- 
ing company staffed solely for a large single project cannot 
operate at as low a total cost as a gas company’s existing 
staff whose off peak time and costs can be distributed to 
other major projects on which it is working. 

Q. Mr. Holstead makes a claim that using your own staff 
for a project of this size actually is more costly in the 
long run. What are your feelings about this matter? A. I 
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believe that the numbers speak for themselves. Northern 
has included in its work papers issued to Great Lakes the 
estimated engineering costs by years for both Transporta- 
tion Company and for the entire Northern Natural Gas 
Company’s expansion programs. In 1964, the engineering 
costs for Northern Natural Gas Company’s expansions 
were $702,000. At no time during the 5-year period from 
1966 to 1970 when Transportation Company is being built 
will the engineering charges against the gas company equal 
the costs in 1964. Actually they reduce down to the point 
where in 1967 they are $305,000, a savings of 50 percent 
of the engineering cost experienced prior to Transportation 
Company being involved. It is obvious from the numbers 
that Northern Natural Gas Company would directly benefit 
by its staff conducting the engineering on Transportation 
Company. A comparison of the engineering costs of Trans- 
where in 1967 they are $350,000, a savings of 50 percent 
portation Company with those of Great Lakes also indicate 


that savings can be realized by following this approach. 
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Q. Mr. Holstead questions the validity of the firm bids 
that Transportation Company received from H. C. Price 
Company and Curran & Company. Do you believe these 
firm bids are valid? A. Yes, I do. In the case of H. C. 
Price, for instance, their personnel went over the entire 
214 miles of pipeline with Northern Natural Gas people. 
Their bil letter states that their unit cost is for the 
entire 214 miles. Mr. Holstead implies that both their num- 
ber and Curran’s is for open pipeline country, ‘‘meadow 
land’? type construction. The letters themselves refute 
this. He also indicates that a number of costly items 
are not included in their firm bid. This is true and 
no other representation of the figures was intended. We 
have attached Exhibit +RLoC-16 105-F which lists the 
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detailed construction costs in our estimate for the 214 
mile section. These numbers were taken from our work 
papers of which Great Lakes has a copy. For the portion 
that the two pipeline contractors bid on, which is the actual 
pipeline laying, our estimate amounts to $7.54 per foot. 
This is the variable portion of a pipeline job and is tied to 
the terrain and local conditions. Other items, such as valve 
settings, gas blow offs, casing, etc., are standard with us 
and would cost essentially the same amount per item re- 
gardless of their location. There was no need, therefore, 
at this time to bid the appurtenances to the pipeline. Our 
estimate details the additional items which equates to an 
additional $2.90 per foot. The firm bid received from Cur- 
ran amounted to $7.55, which equaled our estimate for that 
portion of work. The firm bid from H. C. Price was $7.14 
per foot which was 40c per foot less than included in the 
estimate. 
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I note that Great Lakes has a letter from Curran which 
states in a general manner that they would do work for 
Great Lakes at the same price as for Transportation Com- 
pany. Transportation Company has the contractor furnish 
the pipe coating material. Great Lakes apparently furnishes 
this material for the contractor. Curran’s price per foot 
for Great Lakes’ method would be $6.95. This compares 
to Great Lakes’ estimate of $5.65 and $5.90 for this section 
of construction. Their own exhibit underscores what we 
firmly believe to be the case. Great Lakes’ estimates are 
greatly understated. Here a difference exists from $1.00 
to $1.30 per foot on the plus side. Our firm bid on the other 
hand is 40c¢ per foot below our estimate. If the contractors 
are willing to give us convenient numbers, as is implied by 
Mr. Holstead, why then didn’t the same contractors give 
them a number more in line with their estimate. 
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Q. Mr. Holstead and others keep referring to Transporta- 
tion investment costs as being understated. What is your 
answer to this portion? A. Great Lakes’ accusations have 
all been general and vague. I have yet to hear a specific di- 
rect investment cost challenged. However, they are correct 
in part. We are understated on two items. Those two items 
are the St. Mary and St. Clair river crossings. As stated 
in my direct testimony, we incorporated the Great Lakes 
estimate for these river crossings. Based on Mr. Blundell’s 
thorough investigation of these crossings, Great Lakes’ 
numbers were apparently $331,000 too low. 
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Our costs would be understated for these items for the 
same amount. However, offsetting this are definite over- 
statement of costs for other items. For instance, the 40c 
per foot reduction on construction costs for the 214 mile 


section alone amount to $450,000. 

Q. Mr. Holstead also questioned the correctness of the 
fuel consumption figure used by Transportation Company? 
A. Yes, he did. However, he then adjusted Great Lakes’ fuel 
consumption figure to those used by Transportation Com- 
pany. Mr. Holstead’s statement concerning the fuel factor 
used by Transportation Company might be misleading. The 
manufacturers guarantee a fuel consumption at the engines 
most efficient points which is at 100 percent load with a 
specific ambient temperature. The manufacturers also pro- 
vide a fuel curve which indicates the consumption of the 
engine at various degrees of loading. This consumption per 
horsepower increases with lower loads on the engine. It 
also varies with different temperature conditions. Northern, 
through the years, has run sufficient tests to verify the 
correctness of these curves. In our application, the fuel 
consumption factor was based on the actual loading condi- 
tion of the engines or turbines. For instance, on the 6000 
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horsepower simple cycle turbines the fuel factor used in 
Transportation Company’s application varied from 14.1 
cubic foot per horsepower hour to 16.6 cubic foot per horse- 
power hour, an increase of some 18 percent. 
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Q. What you are saying is that Transportation Company 
used an engineering approach to the fuel consumption vol- 
umes rather than to fall back on general numbers. A. That 
is exactly true. 


Q. Do you have any other statements concerning the fuel 
consumption adjustments utilized by Great Lakes? A. Yes, 
I do. Mr. Holstead, as I stated, adjusted Great Lakes’ 
fuel consumption factors to those used by Transportation 
Company. Transportation Company makes use of both 
non-regenerative and regenerative type gas turbines. The 
regenerative type unit has a fuel consumption of only two- 
thirds that of a non-regenerative type but they are a much 
more costly unit to buy and install. Great Lakes has stated 
that all of their turbines are of the regenerative classifica- 
tion. They have utilized Transportation Company’s fuel 
factor for this type unit. I would not have any argument 
with this procedure. However, if they are to use the lower 
fuel associated with the regenerative type units, they should 
also use the higher costs that are associated with these 
units. Great Lakes average cost per horsepower on turbine 
units is $186. Transportation Company’s average cost for 
turbine units is $200 per horsepower. Our stations have a 
higher cost per horsepower and yet we are making use of 
the lower cost units. The two just don’t add up. Mr. 
Blundell in his estimate of Great Lakes? compressor sta- 
tions emphasizes the point that Great Lakes? costs are 
understated 


398 


(6189) 


6188 


by some $5,000,000. He found that the quoted costs for the 
Orenda turbine which Mr. Culvern indicated Great Lakes 
would use was $154,000 per unit higher than that included 
in Great Lakes’ estimate. The figure used by Great Lakes 
coincided very closely to Orenda’s quoted costs for the 
higher fuel consuming non-regenerative type units. 


Q. But, Mr. LoChiano, didn’t you state in your direct 
testimony that your costs and those of Great Lakes for 
compressor stations were essentially the same? A. Yes, 
and since they were approximately the same, I assumed 
that Great Lakes was using non-regenerative type units as 
was Transportation Company. It wasn’t until we obtained 
Williams Brothers work papers that we discovered that 
their prices were supposed to be for regenerative type 
units. My position simply is this: If Great Lakes is to 
adjust their fuel to what we use for regenerative type units, 
they should also adjust their costs to an equivalent basis 
for regenerative type units. Unfortunately, you can’t have 
one without the other. 


Q. Mr. Holstead also questions the validity of the field 
staff proposed for Transportation Company. Do you 
believe that this staffing is adequate? A. Yes, I do. Mr. 
Holstead implies that operating 1100 miles of pipeline, 
21 compressor units, and 11 measuring stations wdith 
105 field personnel is not realistic. He based this con- 
clusion, I assume, on staffing 
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utilized by Trans Canada. We based our statement that the 
staffing is more than adequate on the experience of North- 
ern Natural Gas Company. 
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Tn the Minneapolis area, for instance, which is in the hub 
of the Transportation Company’s routing, Northern Na- 
tural Gas has 142 men which include all supervisors, area 
office personnel and field personnel. These men cperate and 
maintain 3,885 miles of pipeline, 13 compressor units, 401 
town border stations, 117 industrial meters and 2,187 farm 
tap meters. The compressor units in this area incidentally 
are not automated which they will be on Transportation 
Company. Four new compressor units are proposed for 
installation in the Minneapolis area for 1966. N © increase 
in overall staffing is contemplated. Manpower will be 
shifted from other duties to accommodate the compressor 
units. Very little of the Piping in this area are loop lines. 
Exhibit No. RLoC-17 105-G is a detailed break down of the 
manpower. As is self-evident, the facilities to be operated 
and maintained in this area are considerably more than 
those on the entire Transportation Company. 


Q. Is the staffing in the Minneapolis area standard for the 
gas industry? A. Not necessarily. Operating and mainte- 
nance practices vary widely from company to company. 
Apparently Great Lakes would feel that a great many more 
men were needed in the Minneapolis area than Northern 
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employs. As the result, they undoubtedly would staff their 
line, should it be certificated, in keeping with this philosophy 
and, therefore, incur higher costs than would Transporta- 
tion Company. That is why it is wrong for them to incor- 
porate numbers for comparison purposes that they sincerely 
believe to be wrong. We have included costs of what we 
actually intend to do. For evaluation purposes, this must 
be compared to what Great Lakes actually intends to do. A 
theoretical comparison is meaningless. 
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Q. What do you feel is a fair comparison between Trans- 
portation Company’s and Great Lakes’ investment cost? A. 
As I have indicated, if Great Lakes is anxious to make a 
true comparison between the two systems, they should ad- 
just all items—not certain selected ones. They have picked 
only the items which would reduce their overall cost. They 
have specifically omitted any reference to their or to Trans- 
portation Company’s basic cost. 

Mr. Blundell put in an estimate of what he felt Great 
Lakes costs should be on their proposed design. Although 
he did his estimates completely independent of Northern, 
we checked his results with what our estimates would have 
been for Great Lakes had Transportation Company’s cost 
units been used. We were within $2,000,000 of each other— 
Northern’s number being the higher. We believe, therefore, 
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that Mr. Blundell’s estimate for Great Lakes makes their 
system’s costs directly comparable to Transportation Com- 
pany’s except for two items. These two would be the X-65 
pipe and the internal coating. If Great Lakes indeed pro- 
poses to eliminate internal coating and make use of X-65 
pipe, then Mr. Blundell’s numbers would have to be ad- 
justed accordingly. The adjustments in costs are listed in 
Exhibit No. RLoC-15 (105-E). Using Mr. Holstead’s num- 
bers for these two items and Mr. Blundell’s figurehead fig- 
ures, the total reduction would be $4,502,000. Subtracting 
this from Mr. Blundell’s overall estimate for Great Lakes, 
the result would be $227,673,000. This would be directly 
comparable to Transportation Company’s $185,298,000, or a 
difference of $42,375,000. 

Q. Mr. Holstead developed a number of costs that would be 
incurred by Transportation Company and Trans Canada 
to compensate for the lower Btu and higher specific gravity 
that they expect to be delivered by Transportation Com- 
pany. Are you in agreement with the costs as stated? A. 
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The only one that I have specifically checked is the fuel 
volumes Mr. Holstead attributes to Transportation Com- 
pany’s moving 2.9 percent more gas for Btu compensation. 
We disagree with his annual volume of 550 mmef. Our cal- 
culation indicates that the number should be 303 mmef per 
year. The costs Mr. Holstead calculated for additional fuel 
is $172,000 per year. Based on our estimate, the costs should 
be $84,000 per year. Exhibit No. LRoC-19 (105-I) lists the 
details for this calculation. 
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These calculations, as well as those on theoretical extra 
costs incurred by Trans Canada due to a difference of spe- 
cific gravity and Btu’s are purely academic. Mr. Sampson 
states in his testimony that Northern’s management has 
made the decision that Transportation Company will de- 
liver to Trans Canada the same Btu and specific gravity 
that is received from them at Emerson. We can, as a matter 
of choice, return even higher Btu and lower specific gravity 
than what Trans Canada indicates is available at Emerson. 
A gas stream of 1038 Btu (dry) and .59 specific gravity is 
available for 5th year volumes. This compares to 1028 Btu 
(dry) and .60 specific gravity gas from Trans Canada. It 
can be seen from this that if Northern elected to do it, they 
could return a gas stream to Trans Canada which would 
result in less Trans Canada facilities being required with 
Transportation Company than with Great Lakes. 
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Q. Do you have any comments in relation to the relative 
merits of purchasing the 144 mmef from Great Lakes? A. 
Insofar as I am concerned, the relative merits are based 
strictly on the economics involved. The comparison of the 
total costs to purchase gas from Great Lakes versus pur- 
chasing it in Northern’s traditional area and transport- 
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ing it up Northern’s main line would indicate the true 
savings or losses involved. Beyond this comparison the 
benefits derived by Northern’s customers from having 
the exchange arrangement with Transportation Company 
would have to be considered. 

We reviewed Mr. Gilliat’s flow study north of Ogden and 
find that he reduced the system to its bare minimum. This 
would credit facilities and costs to the 144 mmefd which 
are not in actuality associated with this volume. By this I 
mean he left the system in a tighter position after the 144 
mmefd was removed than it was before. In addition, the 
loop lines that are left in do not necessarily end at our 
valve settings. This, of course, is wholly impractical. A loop 
line must tie back into the existing system at an appropri- 
ate point. 
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However, to eliminate any argument, we have utilized 
Mr. Gilliat’s costs north of Ogden to determine our overall 
costs of moving the 144 mmefd from our supply sources. 
To do this we determined the actual facilities that will be 
required south of Ogden to supply the full 5th year systems 
growth shown in the application of 387 mmefd. These costs 
and facilities vary from those shown in the application. 

Q. Why would you change the facilities from those shown 
in the application? A. The facilities south of Ogden are not 
being applied for. I indicated in my eross-examination that 
since these facilities were not involved in the certificate ap- 
pplication we expanded the system in the simplest manner. 
I also indicated in cross-examination that this would not 
be the manner in which we would expand the system—that 
after reviewing the requirements, the system would be 
expanded in the most efficient manner and would take ad- 
vantage of increased storage volumes, among other things. 
Since now an issue has been made of our relative cost to 
move gas to our market area in Superior, we have taken 
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the time to analyze our system in depth to determine the 
most efficient utilization of the system. Exhibit No. RLoC-11 
105-A is a flow study which illustrates this approach. This 
Exhibit also lists the estimated cost of $49,867,000 which is 
associated with the incremental facilities to transport the 
387 mmefd of gas south of Ogden. 
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To this figure is added the investment of $29,882,000 for 
facilities north of Ogden. This number was included in 
our application for the 5th year costs to expand the sys- 
te mnorth of Ogden without Transportation Company. The 
total investment for conventional expansion would be 
$79,749,000. 

To establish the costs associated with the 144 mmefd 
another flow study and cost estimate were made for the 
facilities south of Ogden. In this case, the transported 
volume is 243 mmefd, which is 387 mmefd less the 144 
mmefd. Exhibit No. RLoC-12 105-B is the flow study and 
cost estimate for this level of flow. The total cost for facili- 
ties south of Ogden are estimated to be $28,137,000. To 
this was added the $4,744,000 investment costs for facilities 
north of Ogden as established by Mr. Gilliat. The total 5th 
year investment if the 144 mmcfd were purchased from 
Great Lakes would be $32,881,000. 

These costs alon 


re purchased 
from Great Lakes rather than from our conventional gas 
sources in the United States. 
Q. Have you reviewed the Proposed expansion of Great 
Lakes’ system to handle the 144 mmefd to Superior? 
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A. Yes, Ihave. They do not in my opinion reflect the proper 
ineremental facilities that are associated with the increased 
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flow. For instance, at station 4 they put into service the 
spare unit shown in Great Lakes direct case. As a result, 
there will be no spare units from Emerson to Superior 
under their proposal. A turbine outage at Great Lakes’ 
station 2 would drop the 926 psig delivery pressure shown 
at Superior down to 600 psig. The 600 psig is much too 
low a pressure for Northern to move the 144 mmefd through 
its line, especially since Mr. Gilliat eliminated Northern’s 
Superior under his revised flow study of our system. 

° ° s . s s e s s * 


6201 


Q. Do you have any other comments on this item? A. 
Yes. I believe this question raised by Great Lakes illus- 
trates an advantage that Transportation Company has over 
Great Lakes. In the case of the proposed operation of 
Great Lakes, whatever volumes are delivered at St. Clair 
must be received at Emerson. There is no flexibility in a 


through pipeline operation. In the case of Transportation 
Company, matching in and out volumes of course is 
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easily achieved. The capabilities of Great Lakes, therefore, 
can be duplicated without effort. However, only Transpor- 
tation Company can provide flexibility beyond this manner 
of operation. The flexibility of being able to bring in a 
different volume of gas than is being re-delivered offers 
considerable opportunity to Trans Canada. 

For instance, under the proposed application, Trans 
Canada, Great Lakes and Transportation Company have 
all designed for contract volumes based on summer time 
conditions. This is the most severe operation and requires 
the greatest quantity of facilities. Transportation Com- 
pany could offer to Trans Canada the alternate of design- 
ing contract volumes on the basis of winter time conditions. 
This would save them facilities on their line from Alberta 
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to Emerson and would also save Transportation Company 
and northern Natural Gas facilities north of Ogden. The 
Ogden to St. Clair line would be designed as it presently is, 
on @& summer time basis. In this manner, Northern could 
deliver to Trans Canada at St. Clair the contract volume 
summer and winter. Thus, under Northern’s proposal, 
Trans Canada would lose none of the delivery capacity at 
St. Clair proposed by Great Lakes and yet would achieve 
this capacity with the savings of facilities on its line to 
Emerson. 

Mr. Holstead in his cross-examination spoke strongly 
about the flexibility that Great Lakes could offer to Trans 
Canada, implying that somehow 


6203 


Transportation Company would not be able to offer the 
same degree of flexibility. It is my firm opinion that this 
just isn’t so. As stated above, Transporation Company can 


duplicate anything Great Lakes can do and ean offer serv- 
ice well beyond any that Great Lakes can provide. 


s ° s s ° s ° * * ° 


Q. Mr. LoChiano, Mr. Schmidt has indicated that Mich- 
igan Consolidated would have to build additional facilities 
to serve its markets in the lower peninsula should Great 
Lakes not be certificated. Do you agree with Mr. Schmidt’s 
conclusions? A. Based on the increased volumes as indi- 
cated by Mr. Schmidt, I would have to agree that additional 
facilities are required without Great Lakes than with them. 
However, I do not agree with the cost of these facilities 
nor do I agree that these extra costs are detrimental to 
Michigan Consolidated. 

Q. Would you give us your cost estimates? A. Mr. 
Schmidt indicates that a plant at Gaylord must be served 
during the fall of 1966. He has stated that 28.8 mmefd 
must be delivered to this plant beyond the other volumes 
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presently served along the system. We have analyzed 
Michigan Consolidated’s system and find that it is unable 
to deliver the 28.8 mmefd without expansion. Since the 
tie-in to Great Lakes’ line by Michigan Consolidated is a 
considerable distance north of Farwell, we do not under- 
stand how 
6204 

they can be used to serve the 1966-67 increased markets. 
This section of Great Lakes’ system even if certificated is 
not proposed until the winter of 1967-68. It would be 
mandatory, therefore, for Michigan Consolidated to build 
facilities along its existing line to serve the increased 1966- 
67 markets. Exhibit No. RLoC-13 105-c, page No. 1, is 
based on flows supplied by Mr. Schmidt and illustrates the 
facilities that are required to serve the proposed markets 
for 1966-67. The costs for these facilities are also included 
in the Exhibit and are estimated on the basis of Mr. 
Schmidt’s unit prices as being $2,618,000. 

We also analyzed the facilities proposed by Mr. Schmidt 
for Michigan Consolidated for the 5th year should Great 
Lakes not be built. Exhibit No. RLoC-13 105-C illustrates 
the facilities that we believe are proper for these flows. 
Instead of utilizing a combination of 20” and 10” loops, 
we used a 12” loop. The total 5th year costs were reduced 
by $1,044,000 by this arrangement. 

Therefore, rather than there being a $7,594,000 difference 
in investment costs between Great Lakes being certificated 
and not being certificated as indicated by Mr. Schmidt, the 
difference is actually $3,931,000. The reduction in the 
difference is due to the $2,618,000 of facilities which must 
be built in either event and the $1,044,000 which can be 
removed from the overall total. 


6205 
Q. That covers the investments involved. Why isn’t the 
$3,931,000 added investment to Michigan Consolidated a 
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detriment? A. This is because Mr. Schmidt has overlooked 
avery basic fact. The cost of gas to Michigan Consolidated 
includes not only their investment for facilities but the 
purchase price of the gas. We have listed on Exhibit No. 
RLoC-18 105-H the purchase price of the gas as indicated 
by Michigan Consolidated using a weighted average of 
the price from Michigan Wisconsin and Panhandle Eastern. 
Michigan Consolidated’s price is 37.683¢ per mef at 100 
percent load factor from these sources. Their price from 
Great Lakes is 41.977¢ at 100 percent load factor, a differ- 
ence of 4.3¢ per mef. 

Now, we have a confusion of volume numbers on which 
to apply the 4.3¢. Mr. Schmidt in his testimony refers to 
a 79 mmefd volume increase by 5th year; on the flow study 
he has shown 95.6 mmefd being taken from Great Lakes 
and in the volumes Mr. Schmidt supplied to Northern there 
was a 141.1 mmefd increase from 1965-66 to 1970-71. 
Northern’s flow study and investments are based on the 
141.1 mmefd increase. Since Mr. Schmidt indicates that 
95.6 mmefd would be taken from Great Lakes, I will use 
this volume to apply the 4.3¢. At 100 percent load factor, 
Michigan Consolidated will have to pay Great Lakes 
$1,498,000 per year more than if they purchase the gas 
from their Michigan Wisconsin-Panhandle Eastern tradi- 
tional sources. Even using Mr. Schmidt’s unduly 
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high investment differential of $7,594,000, the annual cost 
of service for this added investment is only $1,139,000. 
This is $359,000 per year lower than the added cost of gas. 
That would be the penalty that Michigan Consolidated 
would pay to purchase the gas from Great Lakes rather 
than from its traditional sources. 

If you use the more realistic investment cost which is 
indicated in our Exhibit, the cost of service for the added 
investment to Michigan Consolidated would be $590,000 or 
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an overall penalty of $908,000 per year for Michigan Con- 
solidated to purchase the 95.6 mmefd of gas from Great 
Lakes. 

This is why I say the added investment Mr. Schmidt 
refers to is not to Michigan Consolidated’s detriment. My 
recommendation to them is that they spend the extra in- 
vestment money and save the $908,000 per year. 

Incidentally, if Michigan Consolidated chose to obtain 
the additional gas from Michigan Wisconsin, their higher 
priced source, rather than a combination of Michigan Wis- 
consin and Panhandle Eastern, the cost of gas from Great 
Lakes would still exceed even Mr. Schmidt’s annual cost of 
service associated with extra investments. 
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Q. Mr. Lochiano, Mr. Schmidt goes into some detail 
comparing the capability of Michigan Wisconsin storage 


for emergency use to those of Northern Natural Gas. What 
are your views on this subject? 


6208 
A. Mr. Schmidt has overlooked the basic point I was trying 
to make in my cross-examination when comparing the rela- 
tive merits of Transportation Company versus Great Lakes 
to the consuming public. It is quite true that Michigan Wis- 
consin storage fields are much larger than are Northern 
Natural Gas’. It is also trne that these storage fields could 
afford a high degree of safety to the Canadian customers. 
As Mr. Schmidt has indicated in his map in Exhibit No. 
90D where other major pipeline interconnections are shown, 
many sources of gas are available in a case of major emer- 
gency. Therefore, Michigan Wisconsin’s storage, I assume, 
would be available to Transportation Company should an 
emergency occur on our line. Thus the Canadian customers 
have equal protection with either system. The difference 
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occurs in the protection of Northern’s customers versus 
Michigan Wisconsin customers. In the case of Michigan 
Wisconsin customers, Great Lakes does not offer any in- 
crease safety factors beyond what they already have in 
their existing storage field. This is because Great Lakes’ 
line ties into their system at the storage fields. Any line 
break down-stream of their storage field or compressor sta- 
tion outage would cause just as much reduction in flow with 
or without the existence of Great Lakes’ system. In the 
case of Northern Natural Gas, Transportation Company’s 
line ties in some 300 miles down-stream of our storage field. 
Thus the customers have the added protection of another 
source of gas should any disruption oceur on the system 
up-stream of Sandstone. 
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REBUTITAL TESTIMONY OF W. V. HULTQUIST 
Docket CP 66-110 et al. 


Q. Were Exhibits 108A (WVH-5) and 108-B (WVH-6) 
prepared by you or under your direction and supervision? 
A. They were. 

Q. Why were these exhibits prepared? A. They were 
prepared to rebut Mr. Lynch’s Exhibits 91A and 91B 
which allege that Great Lakes’ fifth year costs charge- 
able to Trans-Canada and Michigan Consolidated, when 
computed on a basis consistent with that of Trans- 
portation Company, are less by $2,949,700 than those of 
Transportation Company when assuming that Transpor- 
tation Company is a division of Northern Natural Gas 
Company instead of a separate Company as proposed. 

Q. Do you agree with the results shown in Mr. Lynch’s 
exhibit? A. No, I donot. First of all, there is no basis for 
Mr. Lynch’s premise of Transportation Company being a 
Division of Northern, but assuming for the purposes of my 
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exhibits that such a situation did exist, an analysis of Mr. 
Lynch’s exhibits reveals that the bases used in the compu- 
tations of costs in his comparison are improper. The 
following exhibits will demonstrate that when proper com- 
putations are made, Transportation Company’s costs are 
lower than Great Lakes’ costs by $4,724,000. 


Q. Would you please turn to Exhibit 108A (WVH-5) and 
explain it? A. This exhibit computes Great Lakes’ cost of 
transportation on a basis more consistent with that of 
Transportation Company than Mr. Lynch’s Exhibit 91A. 
Schedule 1 is a summary of Great Lakes fifth year cost of 
service totalling $35,647,900. For the purpose of this ex- 
hibit, fuel and losses and other 
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operating expenses, shown on Lines 1 and 2 reflect amounts 
included in Exhibit 91A. Although Great Lakes states that 
it can perform the necessary administrative and general 
functions for the same cost as Transportation Company, 
no detailed study has been made to support this contention. 
Mr. Lynch’s adjustment results in administrative and gen- 
eral expenses for Great Lakes less than those shown in 
Mr. Daley’s Exhibit 20A by some $539,000. Other cost items 
on Lines 3 through 6 have been carried forward from 
Schedule 2. 


Q. Would you turn to Schedule 2 and explain the computa- 
tions on that schedule? A. The net plant investment on Line 
3 consists of the plant in service explained by Mr. LoChiano 
in Exhibit 105-E (RLoC-15), less the average fifth year 
reserve for depreciation based on that plant. The working 
capital on Lines 5 through 10 consists of the cash portion 
computed at 14 of the other operating expenses on Schedule 
1, and materials and supplies and prepayments computed 
on bases consistent with those of Transportation Company. 
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The resulting rate base on Line 11 is then multiplied by 
6.5% to arrive at the return on Line 12. Income taxes on 
Line 13 have been computed in the same manner as Mr. 
Lynch in Exhibit 914. Depreciation on Line 14 has been 
computed at 3.5% of the depreciable portion of the invest- 
ment included on Line 2. General taxes on Line 15 have 
been computed at 2.25% of the plant investment. This com- 
posite rate is derived by substituting Transportation Com- 
pany’s ad valorem tax rates in Minne 

for the tax rates used by Great Lakes. 

igan are the only states throu 

companies traverse. This ad 

th 
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Q. Would you now turn to Exhibit 108-B (WVH-6) and 
explain it? 
A. This exhibit shows th 


? 


$4,724,000 referred to e 
shown the adjusted cost 
tation Company, 
only that it be t 


recalculation of income 

in assigning interest ex- 

2. The adjustment made by Mr. 

transport additional volumes to 

compensate for lower BTU gas has not been made. In view 
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of Mr. Sampson’s testimony that the BTU of gas received 
from and delivered to Trans-Canada would be the same, 
such an adjustment would be inappropriate. The adjusted 
cost of transportation of Transportation Company is shown 
on Line 5 to be $30,923,900. A comparison of this cost with 
the cost of Great Lakes of $35,647,900 as computed in Ex- 
hibit 108-A (WVH-5) shows that Transportation Com- 
pany’s cost is $4,724,000 less than Great Lakes’ cost. This 
saving has been divided between Trans-Canada and Michi- 
gan Consolidated on the same ratios used in Exhibit 91B. 


Q. Mr. Hultquist, I notice that your Exhibit 108-B (WVH- 
6) does not include the incremental cost of service of North- 
ern Natural Gas Company’s facilities as computed by Mr. 
White in Exhibit 524. Mr. Lynch included this cost in his 
Exhibit 91B. Would you explain why no similar adjust- 
ment has been made? A. Mr. Lynch erroneously assumed, 
on Page 6 of Exhibit 91 that this amount 
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of $1,734,800 represented Northern’s incremental cost of 
service associated with the facilities required to render the 
proposed service for Transportation Company. This is not 
so! As previously demonstrated in Exhibits 52A and 52D, 
these additional facilities on Northern’s system will enable 
Northern to deliver the 224.1 MMcf/d additional require- 
ments to Northern’s present customers North of Ogden, in 
addition to rendering the proposed exchange service with 
Transportation Company, at a savings of $3,090,670 by the 
year 1971 when compared to the cost of delivering similar 
volumes to present customers without the proposed ex- 
change. It is my understanding that Northern does not pro- 
pose or does it intend to charge Trans-Canada and Michi- 
gan Consolidated with costs associated with these addi- 
tional facilities, even if it is assumed that Transportation 
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Company were a division of Northern. As stated by Mr. 
Zanoff, there are mutual services and benefits rendered and 
received by Northern and Transportation Company so that 
no charges are required. 

Q. Would you now explain Schedule 2? A. This sched- 
ule shows the effect on Transportation Company’s in- 
come taxes of computing interest expense in a more 
reasonable manner than that used by Mr. Lynch in 
Exhibit 91B. First let me state that there is no basis for 
Mr. Lynch to assume that Transportation Company be a 
division of Northern Natural Gas Company. However, if 
it were a division, I feel that in computing income tax de- 
ductions, it should be treated similar to that of a separate 
Company as proposed in Exhibit 53A. The allocation pro- 
cedure Northern follows for its Transmission and Peoples 
Divisions would not be appropriate for Transportation 
Company. To make such an allocation to Transportation 
Company would result in assigning interest costs to it re- 


lated solely to the financing of Transmission and Peoples 
Divisions’ facilities at interest rates in effect in past years 
when the financing 
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was done. A more reasonable method of computing interest 
expense for Transportation Company would be based on 
additional financing proposed by Northern Natural Gas 
Company in these proceedings. 

Under the assumption that Transportation Company 
would be a Division of Northern, these securities would 
be used to finance both Transportation Company’s and 
Northern’s proposed construction. Line 1 shows the balance 
in the fifth year of the debentures to be issued by Northern, 
as testified to by Mr. Plourde. Line 2 shows the interest 
expense computed at the 5% rate. This additional expense 
was apportioned to Transportation Company on the basis 


414 


of incremental plant as shown in footnote’. Mr. Lynch has 
assumed in Exhibit 91B that all other costs of Transporta- 
tion Company would be treated on an incremental basis, 
while the treatment given to interest expense would be on 
an allocated basis including past financing entirely unre- 
lated to this project. I feel that this is inconsistent and im- 
proper. The interest expense I have used in Exhibit 108-B 
(WVH-6) is related directly to the financing proposed 
herein and not to financing which has been done over the 
past 20 years. 

The income tax effect of using this interest expense is 
computed on Line 7 at the tax rates used by Transportation 
Company. 

Q. Are there any other adjustments that could be made to 

Great Lakes’ costs on Exhibit 914 to put Great Lakes’ costs 
on @ more comparable basis with those of Transportation 
Company? 
A. Yes, there is one other major adjustment that could be 
made. On Line 10 of Schedule 3 of Exhibit 914, income 
taxes have been computed by applying to the return, the 
ratio of income taxes to return derived from Great Lakes’ 
Exhibit 20A, Schedule 3. A more comparable method would 
be to apply the ratio of Transportation Company’s income 
taxes to its return in the fifth 
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year of operation. This would allow Great Lakes’ income 
tax deductions to be based on the capitalization of Trans- 
portation Company rather than that of Great Lakes. The 
result of such an adjustment would be to increase Great 
Lakes’ fifth year cost of service by $1,570,000. 

Q. Mr. Lynch in his answering testimony questions the 
adequacy of Transportation Company’s estimate of Admin- 
istrative and General Expenses. Do you agree with his 
opinion that such costs are understated? 
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A. No, sir, I do not. Northern has prepared annual studies 
of administrative and general expenses to determine the 
amounts of such overheads reasonably applicable to con- 
struction activities, divisions within the company, and sub- 
sidiary companies for more than twenty years. 

These administrative and general expense studies are 
made each year and take from April 1 to August 31 to com- 
plete. If during the course of the year an employees’ acti- 
vities were to change, a proper revision is made. Over the 
years, Northern has accomplished the decentralizing of 
departments, functions and activities to permit direct dis- 
tribution of costs to the proper division or subsidiary com- 
pany. Direct distribution on time sheets are made by Engi- 
neering and Rate and Certificate Departments. Legal De- 
partment provides time books for recording activities. Of- 
ficers are required each quarter to estimate their activi- 
ties and time distribution for the next three months. Ap- 
proximately 60 statistical bases are used to distribute the 
time of the employees in departments performing services 
for construction, divisions and subsidiaries. Each year 
every Omaha office employee is given a time estimate form 
with instructions for its preparation. After he has prepared 
his estimate of how his time will be devoted for the next 
twelve months, based on past experience and present knowl- 
edge of 
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future plans, it is sent to his supervisor for review. The 
amounts recorded on expense accounts are generally dis- 
tributed directly to the activity responsible for such ex- 
pense. Travel expenses attending industry conventions or 
study courses are assigned to the activities an employee’s 
time is normally charged. Office supplies and expenses and 
office space follow the departmental time distribution. Cost 
of service for the office building is charged to the depart- 
ments on the basis of floor space utilized by the affected de- 
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partment. Outside legal and consultant services provide 
descriptive explanations of their services which permit di- 
rect distribution to construction, division or subsidiary for 
which such services were performed. A substantial portion 
of administrative and general expenses are charged di- 
rectly to construction, divisions or subsidiaries. 

From the above it is obvious that 100% of the time and 
expense of every person and every department in the Om- 
aha office building is accounted for and the total of such 
expenses are reasonably and properly charged to construe- 
tion, divisions and subsidiaries. 

The procedures utilized in distributing administrative 
and general expenses obviously comply with the Commis- 
sion’s requirements, since after more than twenty years’ 
experience, and many investigations no questions have 
been raised regarding the reasonableness or accuracy of 
the studies. The estimates for administrative and general 
expenses of Transportation Company were prepared in a 
manner similar to and consistent with the procedures de- 
scribed above. 

Q. Do you believe that the ‘‘Massachusetts’’ formula 
would provide a satisfactory basis for Northern to charge 
administrative and general expenses? A. No. I do not 
think the ‘“Massachusetts”’ formula provides a satisfactory 


6299 
basis for the following reasons: 


1. The formula is at best arbitrary since it takes factors, 
namely, revenues, labor and plant investment and 
gives equal weight to each. 


2. The “Massachusetts” formula does not comply with 
the requirements of the Uniform System of Accounts. 
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3. It is clear that a method which utilizes direct distri- 
bution and detailed studies of the time of the person- 
nel is in accordance with the best accounting practices 
and is far superior to the “Massachusetts” formula 
and more acceptable to the Commission. 
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Hearing Exhibit No. 108B 


NORTHERN NATURAL GAS TRANSPORTATION COMPANY Schedule 1 


Estimated Amount by which Transportation Company’s Annual Costs 
Chargeable to Trans-Canada and Michigan Consolidated 
are Less than Great Lakes’ Comparable Costs 
Fifth Year of Operation (1970-71) 


Particulars Amount 
(a) (b) 


Transportation Company Cost of Transportation (Exh. 53C) $ 31 451 500 
Adjustments 


Reduction in Transportation Company’s Rate of Return 
from 6%% to the 614% Utilized by Northern Natural 
(Exh. 91B) ( 797 600) 


Recalculation of Income Taxes (Sch. 2) 270 000 
Adjusted Transportation Company Cost of Transportation 30 923 900 


Great Lakes Transportation Cost of Service Based upon 
Minimum Investment and Operating Costs Estimated on 
Basis Consistent with Transportation Company’s Estimate 
(Exh. 108A (WVH-5) ) 


Great Lakes’ Costs Chargeable to Trans-Canada and Michi- 
gan Consolidated in Excess of Transportation Company’s 
Comparable Costs 

Trans-Canada (91.9%) 
Michigan Consolidated (8.19%) 
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NORTHERN NATURAL GAS TRANSPORTATION COMPANY Schedule 2 
Computation of Income Taxes Based on 
Additional Financing of Northern Natural Gas Company 
and Assuming Transportation Company to be a Division of Northern 
Particulars Amount 
(a) (b) 


——————————_— 


Additional Sinking Fund Debentures of Northern Natural 

Gas Company Outstanding during Fifth Year of Opera- 

tion (Exh. 55A) $114 000 000 
Interest Expense at 5% Rate 5 700 000 


Ratio of Transportation Company Plant Investment to Total 

Incremental Plant Investment of Northern Natural Gas 

Company? 92.71% 
Interest Expense Assigned to Transportation Company 284 000 


Interest Expense Computed for Transportation Company in 
Exhibit 53C 565 000 


Decrease in Interest Expense 281 000 


Increase in Transportation Company’s Income Tax at 
95.935% of $281,000 270 000 


1 Plant Investment 
Transportation Company $185 298 000 
Transmission Division 14 575 000 
Total 199 873 000 
Ratio of Transportation Company to Total 92.71% 
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Rebuttal Testimony of Louis Zanoff 


Northern Natural Gas Company 
Docket No. CP66-212 


Northern Natural Gas Transportation Company 
Docket No. CP66-213 


Q-1. Mr. Zanoff, I plan to ask you a series of questions 
relating to answering testimony in this case designated as 
Exhibit No. 93. Do you have a copy of that exhibit? A-1. 
Yes. 
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Q-2. On page 1 of this exhibit statements are made, and 
I am paraphrasing, that Northern N; atural Gas Company 


portation Company 
agree with these sta 
answer you make. 

ments since they are 
the proposal of the 


Y misconceive the concept of 

e by the Northern companies 
which establishes the Principle of coordination of facilities 
and operations for the systems of the two companies. This 
principle is reflected in the bilateral agreement in which 
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gements in the natural gas 
industry and between electric public utilities. As a matter 
of fact there is in effect an exchange arrangement between 
Michigan Wisconsin and Midwestern. 

The misconception is further demonstrated by the testi- 
mony when it speaks of “ transportation of gas by Northern 
for Transportation Company from Sandstone to Republic’ 
and of “‘receipt by Northern of gas from Transportation 
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Company at Sandstone and the redelivery of equivalent 
volumes to Transportation Company at Ogden,’’ as if these 
are the only components of the coordinated facility and 
operations arrangement between the Northern companies. 
This misconception and the failure to recognize the ex- 
istence of other keystone components of the coordination 
arrangement, leads to the erroneous conclusion that serv- 
ices are to be rendered by Northern ‘‘free of charge.”’ The 
keystone components, i.e. the aspects of the coordination 
proposal of the Northern companies, which make this entire 
arrangement operationally and economically feasible, are 
the delivery by the Transportation Company to Northern 
of gas at Sandstone near a large load center served by 
Northern and the concomitant avoidance by Northern of 
facility investment amounting to some $15 million with 
other 
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associated cost avoidance. The answering testimony fails 
to recognize these portions of the coordination arrangement 
and the collective and mutual considerations which flow 
from them. Proper recognition of these facts makes am 
allocation of Northern’s costs unnecessary and inappro- 
priate, particularly in light of the fact that the record 
strongly indicates that the mutuality of the benefits will 
continue for the foreseeable future as increased volumes 
of gas are exchanged under the Northern companies’ 
proposal. 

I alluded earlier in my answer to the misconception in 
the answering testimony with respect to one basic consider- 
ation in rate making. The answering testimony insists 
that compensation for service must be in dollars and cents, 
otherwise the service is rendered free of charges. Yet the 
Commission’s Regulations under the Natural Gas Act per- 
mit the filing of rate schedules where compensation is not 
stated in dollars and cents. As I stated earlier, that while 
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there are as yet no parallel system coordination arrange- 
ments between natural gas companies, there are many such 
arrangements between electric public utilities. Conse- 
quently, the Regulations under the Federal Power Act 
cover such situations more specifically than the Regulations 
under the Natural Gas Act. Section 35.2(a) of the electric 
Regulations reads as follows: 


*¢§ 35.2 Definitions. 


(a) Electric service. The term ‘electric service’ as 
used herein shall mean the transmission of electric 
energy in interstate commerce or the sale of electric 
energy at wholesale for resale in interstate commerce, 
and may be comprised of various classes of capacity 
and energy sales and/or transmission services. ‘Elec- 
tric service’ shall include the utilization of facilities 
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owned or operated by any public utility to effect any of 
the foregoing sales or services whether by leasing or 
other arrangements. As defined herein, ‘electric serv- 
ice’ is without regard to the form of payment or com- 
pensation for the sales or services rendered whether 
by purchase and sale, interchange, exchange, wheeling 
charge, facilities charge, rental or otherwise.’’ 


I call your particular attention to the last sentence of the 
definition which lists a number of ways in which compensa- 
tion for electric service may be effected and more par- 
ticularly to the last word, ‘‘otherwise,’’ which comprehends 
any other way or method of compensation or consideration 
which is not specifically listed in the sentence. Among the 
various methods of compensation which have been utilized 
by electric public utilities pursuant to the paragraph of 
the Regulations are: 
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(a) Settlements on basis of delivery of kilowatt-hours 
for kilowatt-hours received; sometimes on a one to 
one basis and sometimes on basis of one for several. 


(b) Settlement on basis of delivery of kilowatt-hours for 
quantity of water received. 


(c) Settlements involving a combination of considera- 
tions. 


None of these methods involves the transfer of money; 
but under no stretch of imagination can anyone properly 
say that the services are being provided free of charge: 
free of direct money considerations, but not free of a charge 
or compensation. This is the very situation involved in 
the system coordination proposal of the Northern com- 
panies wherein facilities, services, gas volumes are pro- 
vided for by the two parties, with the net of the considera- 
tions resulting in no money payment by one party to the 
other. 
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Q-3. The answering testimony of Great Lakes alleges 
initial and potential discrimination against Northern’s 
present customers inherent in the coordinated operation 
proposal. Would you comment on this? A-3. Here again 
the testimony deals with isolated aspects of the proposal 
and fails to consider the proposal as a whole. To me the 
allegation of discrimination, based on isolated aspects of 
the Northern companies’ proposal, is equivalent to a claim 
that a car moves forward only because its wheels rotate and 
fails to recognize that the wheels are activated by the trans- 
mission, which in turn is activated by the engine. 

For example, the testimony in alleging discrimination 
states that the entire cost of facilities from Sandstone to 
Republic and Sandstone to Ogden would be borne by North- 
ern’s customers. Here again no recognition is given to the 
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fact that Northern, a participant in the coordinated operat- 
ing arrangement, will receive a large volume of gas at a 
load center, will avoid investment costs amounting to some 
$15 million and realize other operating economies. 

As to the future, Mr. LoChiano testified that with ex- 
pansion of operations of the Transportation Company to 
the level of 1,100 MMcf per day there would be savings 
to Northern in avoided facility costs of some $18 million 
in addition to the $15 million. 

Q.4. A statement has been made in the answering case 
that your comparison of avoided costs, presumably as shown 
in Exhibit No. 54D, is not a proper measure of avoided 
costs. Would you comment on that, please? 
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A-4. The statement is completely unfounded in that it sug- 
gests a comparison of avoided costs resulting from a tangi- 
ble proposal with the hypothetical costs of an imaginary 
pipe line system, duplicating the Northern system from 
Sandstone to Ogden. To me a suggestion for such a dupli- 
cate, wasteful system is unreal since it does not represent 
an alternative for the economically and technically feasible 
plan of coordinated operation such as is proposed here by 
the Northern companies. Under the circumstances of this 
case and utilizing the facts of the case and not erroneous 
assumptions, I can see no other valid comparison of avoided 
costs than those for the direct beneficiaries of the plan, i.e., 
those of Northern Natural on the one hand and Trans- 
Canada and Michigan Consolidated on the other hand, as 
expressed in Schedule 2 of Exhibit No. 54D. 

Q-5. Mr. Zanoff, I hand you copies of two rate schedules 
which are on file with the Federal Power Commission. One 
identified as Exhibit No. 109-B, is Rate Schedule X-3 of 
Michigan Wisconsin Pipe Line Company and the other 
identified as Exhibit No. 109-A, is Rate Schedule EX-2 of 
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Midwestern Gas Transmission Company. Are you familiar 
with the contents of these rate schedules? A-5. Yes. 

Q-6. Please give us a brief description of the services 
provided for by these rate schedules and the charges stated 
therein for such services. A-6. Rate Schedule EX-2 of 
Midwestern is a gas exchange agreement dated September 
21, 1960 between Midwestern and Michigan Wisconsin. The 
agreement provides for the receipt of up to 30,000 Mef of 
natural gas on any day by 
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Michigan Wisconsin at the interconnection of Midwestern’s 
and Michigan Wisconsin’s facilities near Marshfield, Wis- 
consin and the redelivery of such volumes of gas to Mid- 
western at the interconnection of Midwestern’s and Mich- 
igan Wisconsin’s facilities near Joliet, Illinois. The rate 
schedule does not contain a dollars and cents rate. 

The agreement states in Article XVIII that it super- 
sedes an exchange agreement between the parties dated 
May 16, 1960. 

Rate Schedule X-3 of Michigan Wisconsin is an agree- 
ment dated May 16, 1960 between Midwestern and Michigan 
Wisconsin. It is identical with Rate Schedule EX-2 of 
Midwestern except as to date and the absence of Article 
XVIII. It appears that for some reason Michigan Wis- 
consin’s Rate Schedule X-3 has not been brought up to 
date in the files of the FPC. 

Q-7. You stated that the exchange agreement does not 
contain a dollars and cents rate. Do you mean by that 
statement that the services performed under the contract 
by the two companies are rendered free of charge? A-7. 
No, I do not. As is frequently the case in exchange ar- 
rangements, the exchange of gas under the Midwestern- 
Michigan Wisconsin agreement involved the balancing of 
services, cost considerations and benefits which apparently 
lead the two companies to the conclusion that the arrange- 
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ment does not require money payments by either party to 
the other. 

Q-8. Was the exchange agreement which we have been 
discussing subject to any formal proceeding before the 
FPC? 
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A-8. Yes. The facilities for the exchange, the services and 
the agreement were reviewed in the proceeding involving 
Midwestern’s Docket Nos. G-18313, et al. and Michigan 
Wisconsin’s Docket No. G-18316. The exchange arrange- 
ment was one of the proposals authorized by the Commis- 
sion in its Opinion No. 331 (22 KPC 775). 

Q-9. Mr. Zanoff, do you consider the system coordination 
' proposal of the Northern companies as being consistent 
with the Commission’s policies and practices and being 
reasonable and non-discriminatory and non-preferential? 
A-9. Yes, I do. 

6336 
Exhibit No. 110 


REBUTTAL TESTIMONY OF H. M. SAMPSON 


Q-1. Mr. Sampson, did Northern make any inquiries of 
Canadian authorities and others regarding the project of 
the Northern Companies? A-l. Yes. Northern had a 
number of meetings with representatives of certain Eastern 
Canadian distributors in 1964 concerning the development 
of a new pipeline from Western Canada through the United 
States and returning to Canada. The Eastern Canadian 
customers advised us that deliveries of Western Canadian 
gas to Eastern Canadian markets through the United States 
would not be violative of Canadian policy. Also, before 
our application was filed, Northern made inquiries of the 
National Energy Board and the Ontario Energy Board. 
Northern was advised by both that its project was not 
inconsistent with Canadian national or provincial policy. 
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Q-2. Mr. Sampson, on page 1 of Mr. Woods’ answering 
testimony, he states that ‘‘Trans-Canada cannot agree nor 
in our opinion would Canadian authority permit Trans- 
Canada to sell gas to or buy gas from Transportation 
Company nor utilize the facilities of Transportation Com- 
pany or Northern Natural for the transportation of gas 
from Western to Eastern Canada under the proposed 
exchange arrangement’’. Mr. Woods gives several reasons 
and I would like to turn your attention to these reasons 
one by one. Mr. Woods indicates that in his opinion the 
Northern Companies proposal would not be in accordance 
with Canadian policy. Does his opinion comport with 
public statements of Canadian governmental and regula- 
tory authorities? 
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A-2. No. This opinion of Mr. Woods is inconsistent with 
the publicly stated policy of the Canadian authorities. As 
shown in Exhibit No. 110A (H-M.S.-2) on April 20, 1966, 
the Honorable Jea-Luc Pepin, Minister of Mines and Tech- 
nical Surveys and the Minister responsible for energy mat- 
ters in the government of Canada, stated in the House of 
Commons that he had no knowledge of any intention of 
the Government of Canada to make any representations 
to the government of the United States with regard to the 
question of the transmission of Canadian gas for Canadian 
consumption. 

On May 9, 1966, Mr. J. R. Simonett, the Minister of En- 
ergy and Resources Management in the Province of Ontario, 
stated on the floor of the Ontario Legislature: 


“I told the hon. member (Mr. MacDonald, York South) 
that we had a watching brief in Ottawa when this was 
being heard before the National Energy Board and 
our main concern—and as Minister I can speak policy 
from our department—is in additional supplies of natu- 
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ral gas and getting them to Ontario in the cheapest 
way that the pipeline company knows how because we 
are concerned with price as much as we are concerned 
with supply.” 


And again on the same day and in the same place, Mr. 
Simonett said, and again I quote: 


“We are concerned about additional gas in the Province 
of Ontario and we want to get it here by the cheapest 
means available; that is our concern.” 
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Moreover, and contra 
testimony at page 12.0 
Board in its order iss 


nm amendment 
ould incorporate the Northern 


These public statements reflecting the policies of the 
Canadian authorities most directly and vitally concerned, 
completely and convincingly demonstrate that Mr. Woods’ 
opinion has no basis in fact. It is inconceivable that the 
Canadian authorities, if they had a contrary policy, would 
sit idly by and place the Federal Power Commission in the 
position of conducting an exercise in futility. 


. Would N 
chase from Great Lakes? 


A-3: No. Previous N orthern witnesses have established 
that the prices proposed by Great Lakes are not competitive 
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when compared to the cost of Northern bringing the gas 
from its southern sources. Even if Great Lakes were willing 
to offer the gas to Northern at a rate identical to our cost, 
Northern and its customers still would not be made whole 
because (1) Northern and its customers would not realize 
the $3,000,000 per year which is the amount equivalent to 
what Northern’s system would save under our proposed 
exchange agreement; and (2) the purchase of gas instead of 
the proposed exchange would deprive Northern’s customers 
of numerous benefits and new services which could be pro- 
vided as a result of the excess capacity available on North- 
ern’s system which would become available only as a result 
of the exchange proposal. 
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I am not sure that Mr. Woods or Mr. Holstead have even 
made a meaningful proposal to sell gas to Northern. First 
of all, there is nothing to indicate that Trans-Canada has 
any gas available or that it has first offered a pro rata 
share of any available gas to Midwestern as it is required 
to do. Secondly, if Great Lakes is certificated on the basis 
of the arrangements between Trans-Canada and American 
Natural on the record in this hearing, neither Northern nor 
anyone else will be dealing with Great Lakes as an inde- 
pendent decision maker. Each basic decision of Great Lakes 
will need the consent of its two pipeline parents, each of 
which is likely to have its own ideas about gas supply, sales, 
and rates, Then there is the ever present possibility that 
any proposed transaction whether it be a sale, a purchase or 
a transportation agreement won’t be determined by the 
corporation at all but by some arbitrator. I am not sure 
how one sells gas to or buys gas from an arbitrator. 

But there are other complications in this hypothetical 
dealing with Great Lakes. Anyone seeking a supply of gas 
from Great Lakes, other than the joint venturers or their 
affiliates, has to face the fact that Trans-Canada and the 
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American Natural system have agreed that the fundamen- 
tal responsibilities of Great Lakes are to transport gas for 
Trans-Canada’s eastern Canadian markets and to supply 
gas to the subsidiaries of 
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American Natural. If this agreement means anything, it 
has to mean, at the very least, that the parents of Great 
Lakes or their designated customers have first call on any 
other gas Great Lakes may have. 

For these reasons I see nothing but disadvantages to 
Northern, its existing customers, and the eastern Canadian 
customers from Northern’s making a straight purchase 
arrangement with Great Lakes rather than going forward 
with our existing Proposals. This, of course, does not mean 
that the Northern companies, if their project is certificated, 
would never purchase gas from Trans-Canada. The Trans- 
portation Company has stated that by the end of the sixth 
year, it will purchase or otherwise cause to be marketed 
200,000 Mef per day. 

I should reiterate that the 

reat Lakes is in substi 


tomers. However, once the Northern companies’ project is 
certificated, the purchase of Canadian gas becomes eco- 
nomically advantageous. 

Q4: From your foregoing answer, is it to be inferred 
that Northern is refusing to deal with Great Lakes as 
Trans-Canada, Michigan Wisconsin, Midwestern, and Mich- 
gan Consolidated are refusing to deal with Northern even 
if its project is certificated? 
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A: Absolutely not. My previous answer simply sets 
forth the economic and other practical reasons which would 
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make it impossible for Great Lakes to make an acceptable 
offer to Northern for the sale of gas by it to Northern. Thus 
Northern’s belief that for economic and practical reasons 
Great Lakes could not make an acceptable sales proposition 
to Northern is not in any sense a refusal to do business 
with Great Lakes as is the combined refusal to do business 
with Northern or a threat of having matters of public inter- 
est determined by combined private action rather than by 
the regulatory process. 

Q-5: Mr. Sampson, on page 2 of Exhibit 98, Mr. Woods 
states that the concept of the Great Lakes project was 
developed so that the possibilities of international prob- 
lems in the years ahead would be minimized. Would the 
certification of the Northern companies’ project create any 
international problems? 

A-5: No, I am at a complete loss to understand what 
possible conflict between the United States and Canada 
could develop as a result of the Northern proposals being 
certificated. Certainly the presently existing sales and pur- 
chases of Canadian gas for consumption in the United 
States and the sales and purchases of United States gas for 
consumption in Canada have not caused any intérnational 
problems. 

Q-6: Mr. Sampson, Mr. Woods stated that while Trans- 
Canada recognized that Great Lakes would have all of the 
responsibilities of a natural gas company under the juris- 
diction of the Federal Power Commission, Trans-Canada 
anticipated that the requested accommodation would be 
granted. Would you comment on this. 
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A-6: Iam not exactly sure what Mr. Woods means by an 
“aecommodation”. Trans-Canada is simply a private cor- 
poration seeking a certificate for a partially-owned U. S. 
subsidiary. If he means by accommodation that the Federal 
Power Commission would summarily authorize the Great 
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Lakes concept without a test of its relationship to the public 
convenience and necessity, then I think such consideration 
was ill advised. The issue in this case is which project is 
“most” in the public interest and the Federal Power Com- 
mission must, under the law, render a decision weighing the 
pros and cons of each project. Great Lakes proposes to 
sell gas to United States markets and Great Lakes is just 
as much a United States company subject to all the privi- 
leges and limitations of natural gas companies operating 
in the United States as are the Northern companies. 

Q-7: Mr. Sampson, Mr. Woods at several points in his 
testimony indicates that Trans-Canada is unwilling to par- 
ticipate in the Northern companies’ proposals because 
Trans-Canada feels that the Canadian authorities would 
not approve a route in which Canadian gas did not move 
through a direct line from western to eastern Canada, with 
the implication that Trans-Canada would jeopardize its 
reserve and deliverability position. Do you agree with this 
position? 

Absolutely not. I think in the first instance, it is im- 
portant to note that hundreds of thousands of United States 
consumers are wholly and entirely dependent upon Ca- 
nadian reserves. Conversely, the National Energy Board 
has in the past granted licenses to import United States 
gas into eastern Canada, thereby making those markets de- 
pendent on U. S. reserves, and these arrangements are 
still in force and effect. Accordingly, neither the Govern- 
ments of the United States or Canada apparently agree 
with Mr. Woods’ 
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observations that for the consumers in Canada to be de- 
pendent on United States reserves is any serious problem 
or even a problem at all. Currently, there is over a billion 
cubic feet of natural gas per day moving from Canada into 
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the United States and over 400 billion cubie feet annually. 
This means that somewhere between 800,000 and a million 
United States consumers are entirely dependent upon their 
supplies of natural gas from Canada and rely upon the 
integrity of the Canadian and U. S. companies who have 
contracted to furnish this supply and of course, in the in- 
tegrity of the Canadian Government and United States 
Government to allow these contractual arrangements to be 
carried out to the letter. 

Again, if the Canadian Government as a policy matter 
was unwilling to rely on an exchange arrangement as con- 
templated under the Northern companies proposal and 
such a policy demanded a “direct through line” as indicated 
by Mr. Woods, I am sure the Canadian Government would 
have long ago made such views known to the appropriate 
officials in the United States Government and would not 
have allowed all of the many parties to this proceeding, 
both private and public, to be involved in the time and ex- 


pense in trying to get gas to eastern Canada at the lowest 
reasonable cost. 


Q-13. Mr. Holstead and other Great Lakes witnesses make 
reference to certain alleged problems which would exist be- 
cause of a possible difference in BTU and specific gravity 
in Northern’s and Trans-Canada’s gas. Do you agree that 
there are any problems due to the BTU content and specific 
gravity of Northern’s gas. 
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A-13. There are no such problems. As indicated by Mr. 
LoChiano in his testimony, Northern has the physical abil- 
ity to segregate its gas streams in a fashion that would 
allow us to deliver gas to Trans-Canada at St. Clair contain- 
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ing the same BTU as Trans-Canada would deliver to Trans- 
portation Company at Emerson and the capability of deliv- 
ering gas with a specific gravity lower than the specific 
gravity delivered by Trans-Canada to Transportation Com- 
pany. Accordingly, Trans-Canada and the eastern Cana- 
dian distributors and consumers will not incur any addi- 
tional costs of facilities or otherwise in receiving North- 
ern’s gas. Northern will agree to segregate its facilities. 

The certification of the Northern Companies’ project will 
result in the adoption of a BTU form of tariff on North- 
ern’s system. We have already discussed this matter with 
our major distribution customers and such customers have 
categorically stated that they will support Northern in any 
such tariff revision. 

Additionally, there is no problem of measuring the heat- 
ing value of gas delivered from various sources. For ex- 
ample, Michigan-Wisconsin delivers both Canadian and 
U. S. gas to Wisconsin Gas Company for distribution in 
Milwaukee, Wisconsin. To my knowledge, neither Wiscon- 


sin Gas Company nor its customers nor Michigan-Wisconsin 
have ever experienced any serious operating problems from 
this arrangement. 
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NATIONAL ENERGY BOARD 
OFFICE NATIONAL DE L’ENERGIE 
CANADA 


LICENCE NO. GL-20 


IN THE MATTER OF an application by Trans-Canada 
Pipe Lines Limited (hereinafter called “the Licencee”) 
pursuant to the provisions of the National Energy Board 
Act, Statutes of Canada, 1959, Chapter 46, for a Licence 
under Part VI thereof for the exportation of gas at a place 
on the international boundary line between Canada and the 
United States of America near Emerson, in the Province 
of Manitoba. 

WHEREAS an application dated the 30th day of December, 
1965, has been made by the Licencee to the National Energy 
Board under Part VI of the National Energy Board Act 
for the exportation of gas at a place on the international 
boundary line between Canada and the United States of 
America near Emerson, in the Province of Manitoba; 

Axp Wuereas a public hearing commencing on the Ist 
day of March, 1966, has been held at which the Licencee 
and other interested parties have been heard; 

Anp Wuereas the Board has satisfied itself that the 
quantity of gas to be exported does not exceed the surplus 
remaining after due allowance has been made for the 
reasonably foreseeable requirements for use in Canada; 

Anp Wuereas the Board has further satisfied itself that 
the prices to be charged by the Licencee for the gas to be 
exported by it are just and reasonable in relation to the 
public interest; 
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Now Txererore the National Energy Board, pursuant to 
section 82 of the National Energy Board Act, hereby issues 
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this licence to TRANS-CANADA PIPE LINES LIM- 
ITED for the exportation of gas at a place on the inter- 
national boundary line between Canada and the United 
States of America near Emerson, in the Province of 
Manitoba. 

This Licence is subject to the following terms and con- 
ditions: 

(1) The Licencee shall, on or before the 1st dav of Febru- 
ary, 1967, unless a later day is fixed by the Board and ap- 
proved by the Governor in Council, file those Orders, Certifi- 
cates of Public Convenience and Necessity, Permits and 
other authorizations of the Federal Power Commission of 
the United States of America which may be issued pursuant 
to the application by Great Lakes Gas Transmission Com- 
pany under Docket Nos. CP66-110, CP66-111 and CP66-112, 
by Michigan Wisconsin Pipe Line Company under Docket 
No. CP66-109 and by Midwestern Gas Transmission Com- 


pany under Docket Nos. CP66-120 and CP66-121. 
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(2) The Licencee shall forthwith after compliance with 
Condition (1) satisfy the Board that the authorizations re- 
ferred to in the said Condition do not materially reduce the 
benefits to Canada of the “Great Lakes Project” as evalu- 
ated by the Board. 


(3) The term of this Licence shal! be for a period com- 
mencing on a dav to be fixed by the Board and terminating 
on the 31st day of October, 1990. 


(4) The quantity of gas that may be exported under the 
authority of and in accordance with this Licence shall not 
exceed 87,600,000 eubie feet in any one day nor 32,100,000,- 
000 eubie feet in any consecutive twelve-month period end- 
ing on the 31st day of October, nor 765,000,000,000 cubic 
feet during the term of this Licence. 
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(5) Notwithstanding condition (4), as a tolerance the 
Licencee may export in any one day a quantity of gas ex- 
ceeding 87,600,000 cubic feet by not more than two per cent 
of that amount. 
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(6) Notwithstanding condition (4), and for the purpose 
only of alleviating temporary operating problems caused 
by pipe line or equipment failure, the Licencee may export 
in any one day a quantity of gas exceeding 87,600,000 cubic 
feet by not more than 10 per cent of that amount. 


(7) The Licencee shall comply with all valid terms and 
conditions of Permit No. TC 64-6 dated the Ist day of 
December, 1964, as amended the 29th day of June, 1966, 
issued to it by the Oil and Gas Conservation Board of 
Alberta. 


(8) (1) The prices to be received from time to time by 
the Licencee for the gas to be exported shall not be less 
than those prices specified in Article VIII of Exhibit B 
attached to an Agreement between Great Lakes Gas Trans- 
mission Company, Michigan Wisconsin Pipe Line Company, 
Michigan Consolidated Gas Company and the Licencee, 
dated the 24th day of September, 1965, and which was 
placed in evidence before the Board in Exhibit 1-4. (2) The 
volume of gas paid for at the price for overrun gas stipu- 
lated in the Agreement referred to in subsection (1) shall 
not exceed 5 per cent of the annual volume exported. 
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(9) The Licencee shall not agree to any termination of, 
amendment to or agreement substituted for the Agreement 
referred to in subsection (1) of Condition (8) without the 
prior approval of the Board. 


(10) The quantity, specific gravity and higher heating 
value of all gas exported under the authority of and in 
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accordance with this Licence shall be measured by the 
Licencee, in a manner approved by the Board, at the place 
of exportation on the international boundary line between 
Canada and the United States of America. 


ISSUED under Part VI of the National Energy Board Act 
at the City of Ottawa, in the Province of Ontario, this 15th 
day of August, 1966. 


Illegible 
Secretary 
Chairman 
Approved by Order in Council P.C. 1966-1896 dated the 
4th day of October, 1966. 
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NATIONAL ENERGY BOARD 
OFFICE NATIONAL DE L’ENERGIE 
CANADA 


ORDER NO. AO-1-GL-20 
Iy THE Marrer or the National Energy Board Act and 
the Regulations made thereunder; and 
In THE Matter or a variation of Licence No. GL-20 is- 
sued to Trans-Canada Pipe Lines Limited. 


BEFORE: 
I. N. McKixnon, Chairman 
H. L. Briccs, Member 
M. Royer, Member 


Tuesday, the Ist day of November, 1966. 


upon hearing read Licence No. GL-20 issued to Trans- 
Canada Pipe Lines Limited (hereinafter called “the Li- 
cencee”) on the 15th day of August, 1966, and it appearing 
that an Agreement has been entered into between the Min- 
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ister of Energy, Mines and Resources, the Licencee and 
Alberta Inter-Field Gas Lines Limited dated the 4th day 
of October, 1966, and it appearing to be in the public inter- 
est that the said Licence be varied by the addition of a 
further condition, and the Governor in Council having ap- 
proved of the said variation by Order in Council P. C. 1966- 
2048 dated the 28th day of October, 1966. 


IT IS ORDERED THAT: 


Licence No. GL-20 be and the same is hereby varied by 
adding immediately after condition (2) thereof the follow- 
ing condition: 


“(24) The Licencee shall comply with all provisions of 
the Agreement entered into between Her Majesty the Queen 
in Right of Canada, represented by the Minister of Energy, 
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Mines and Resources and the Licencee and Alberta Inter- 
Field Gas Lines Limited dated the 4th day of October, 
1966.” 

NatronaL Exrercy Boarp 

Mlegible 

Secretary 


NATIONAL ENERGY BOARD CANADA 


Examined and certified to be a true copy of an order of 
the National Energy Board. 
Illegible 
Secretary, National Energy Board Canada 
Ottawa, Nov. 1, 1966 


6400 


NATIONAL ENERGY BOARD 
OFFICE NATIONAL DE L'ENERGIE 
CANADA 
LICENCE NO. GL-21 

In roe Marrer oF an application by Trans-Canada Pipe 
Lines Limited (hereinafter called “the Licencee”) pursuant 
to the provisions of the National Energy Board Act, Stat- 
utes of Canada, 1959, Chapter 46, for a Licence under Part 
VI thereof for the exportation of gas at a place on the inter- 
national boundary line between Canada and the United 
States of America near Emerson, in the Province of Mani- 
toba, and for the importation of gas at places on the inter- 
national boundary line between Canada and the United 
States of America near Sault Ste. Marie and Sarnia, both 
in the Province of Ontario. 

WHEREAS an application dated the 30th day of December, 
1965, has been made by the Licencee to the National Energy 
Board under Part VI of the National Energy Board Act 
for the exportation of gas at a place on the international 
boundary line between Canada and the United States of 
America near Emerson, in the Province of Manitoba, and 
for the exportation of gas at a place on the international 
boundary line between Canada and the United States of 
America near Sault Ste. Marie and Sarnia, both in the 
Province of Ontario; 

AND WHEREAS a public hearing commencing on the Ist day 
of March, 1966, has been held at which the Licencee and 
other interested parties have been heard; 

AND WHEREAS the Board has had regard to all considera- 
tions that appear to it to be relevant and in particular has 
satisfied itself that the Licencee requires the additional 
supplies of gas respecting which the application has been 
made and that the prices therefor are 
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just and reasonable in relation to the public interest; 


NOW THEREFORE the National Energy Board, pursuant to 
section 82 of the National Energy Board Act, hereby issues 
this Licence to Trans-Canapa Pree Lrxes Liitep for the 
exportation of gas at a place on the international boundary 
line between Canada and the United States of America near 
Emerson, in the Province of Manitoba, and for the importa- 
tion of the same gas at places on the international boundary 
line between Canada and the United States of America near 
Sault Ste. Marie and Sarnia, both in the Province of 
Ontario. 


This Licence is subject to the following terms and condi- 
tions: 


(1) The Licencee shall, on or before the 1st day of Febru- 
ary, 1967, unless a later day is fixed by the Board and ap- 
proved by the Governor in Council, file those Orders, Certifi- 
cates of Public Convenience and Necessity, Permits and 
other authorizations of the Federal Power Commission of 
the United States of America which may be issued pursuant 
to the application by Great Lakes Gas Transmission Com- 
pany under Docket Nos. CP66-110, CP66-111 and CP66-112, 
by Michigan Wisconsin Pipe Line Company under 
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Docket No. CP66-109 and by Midwestern Gas Transmission 
Company under Docket Nos. CP66-120 and CP66-121. 


(2) The Licencee shall forthwith after compliance with 
Condition (1) satisfy the Board that the authorizations re- 
ferred to in the said Condition do not materially reduce the 
benefits to Canada of the “Great Lakes Project” as evalu- 
ated by the Board. 
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(3) The term of this Licence shall be for a period com- 
mencing on a day to be fixed by the Board and terminating 
on the 31st day of October, 1990. 


(4) The quantity of gas that may be exported and in- 
ported under the authority of and in accordance with this 
Licence shall not exceed 677,000,000 cubic feet in any one 
day nor 247,782,000,000 cubic feet in any twelve-month 
period ending on the 31st day of October, nor 6,000,000,000,- 
000 cubic feet during the term of this Licence. 


(5) The Licencee may export under the Licence only that 
gas which is to be imported under it, and shall import all 
such gas so exported. 


6403 


(6) Notwithstanding Condition (4), as a tolerance the 
Licencee may export and import in any one day a quantity 
of gas exceeding 677,000,000 eubie feet by not more than 


two per cent of that amount. 

(7) Notwithstanding Condition (4) and for the purpose 
only of alleviating temporary operating problems caused 
by pipe line or equipment failure, the Licencee may export 
and import in any one day a quantity of gas exceeding 
677,000,000 cubic feet by not more than 10 per cent of that 
amount. 


(8) The rates to be paid by the Licencee for the trans- 
portation of the gas by Great Lakes Gas Transmission 
Company from Emerson, in the Province of Manitoba, to 
Sault Ste. Marie and Sarnia, both in the Province of 
Ontario, shall not exceed those specified in Article VIII of 
Exhibit A attached to the Agreement between Great Lakes 
Gas Transmission Company, Michigan Wisconsin Pipe 
Line Company, Michigan Consolidated Gas Company and 
the Licencee, dated the 24th day of September, 1965, which 
was placed in evidence before the Board in Exhibit 1-4. 


441 


(6403) 


(9) The Licencee shall not agree to any termination of, 
amendment to or agreement substituted for the Agreement 
referred to in Condition (S$), without the 
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prior approval of the Board. 


(10) The Licencee shall comply with all valid terms and 
conditions of Permit No. TC 64-6 dated the Ist day of 
December, 1964, as amended the 29th day of June, 1966, 
issued to it by the Oil and Gas Conservation Board of 
Alberta. 


(11) The quantity, specifie gravity and higher heating 
value of all gas exported and imported under the authority 
of and in accordance with this Licence shall be measured 
by the Licencee, in a manner approved by the Board, at 
the places of exportation and importation on the interna- 
tional boundary line between Canada and the United States 
of America. 


ISSUED under Part VI of the National Energy Board Act 
at the City of Ottawa, in the Province of Ontario, this 15th 
day of August, 1966. 


Megible 
Secretary 
Illegible 
Chairman 
Approved by Order in Council P.C. 1966-1896 dated the 4th 
day of October, 1966. 
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NATIONAL ENERGY BOARD 
OFFICE NATIONAL DE L’ENERGIE 
CANADA 


ORDER NO. AO-1-GL-21 


I~ THE Matter or the National Energy Board Act and 
the Regulations made thereunder; and 


Iw tHe Matter oF variations of Licence No. GL-21 issued 
to Trans-Canada Pipe Lines Limited. 


Tuesday, the Ist day of November, 1966. 
BEFORE: 
I. N. McKiynox, Chairman 
H. L. Brices, Member 
M. Royer, Member 


Uron hearing read Licence No. GL-21 issued to Trans- 
Canada Pipe Lines Limited (hereinafter called “the 
Licencee”) on the 15th day of August, 1966, and it appear- 
ing that an Agreement has been entered into between the 
Minister of Energy, Mines and Resources, the Licencee and 
Alberta Inter-Field Gas Lines Limited dated the 4th day of 
October, 1966, and it appearing to be in the public interest 
that the said Licence be varied by the addition of a further 
condition and, further, upon the application by the Licencee 
for an amendment to prevent misinterpretation of one of 
the conditions therein, and the Governor in Council having 
approved of the said variations by Order in Council P.C. 
1966-2048 dated the 28th day of October, 1966, 

Tr Is Onperep THart: 


Licence No. GL-21 be and the same is hereby varied 


(A) by adding immediately after condition (2) thereof 
the following condition: 
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“(24) The Licencee shall comply with all provisions of 
the Agreement entered into between Her Majesty the Queen 
in Right of Canada, represented by the Minister of Energy, 
Mines and Resources and the Licencee and Alberta Inter- 
Field Gas Lines Limited dated the 4th day of October, 
1966.”, and 


(B) deleting condition (S) therefrom and substituting 
therefor the following condition: 


“(S8) The rates to be paid by the Licencee for the trans- 
portation of the gas by Great Lakes Gas Transmission 
Company from Emerson, in the Province of Manitoba, to 
Sault St. Marie and Sarnia, both in the Province of Ontario, 
shall not exceed those provided for in Article VIII of 
Exhibit A attached to the Agreement between Great Lakes 
Gas Transmission Company, Michigan Wisconsin Pipe 


Line Company, Michigan Consolidated Gas Company and 
the Licencee, dated the 24th day of September, 1965, which 
was placed in evidence before the Board in Exhibit 1-4.” 


NationaL Enercy Boarp 
Illegible 
Secretary 


NATIONAL ENERGY BOARD CANADA 


Examined and certified to be a true copy of an order of 
the National Energv Board. 


Tllegible 
Secretary, National Energy Board Canada 


Ottawa Nov 1 1966 
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Hearing Exhibit No. 118 
MemoranpuM oF AGREEMENT made as of the 4th day of 
October, 1966, 


BETWEEN: 


Her Masesty THE QUEEN IN RicutT or Canapa (herein- 
after called the ‘‘Government of Canada’’) repre- 
sented by the Minister of Energy, Mines and Re- 
sources, 

Parry or THE Fist Paar, 


and 


Trans-Canapa Pree Lines Limrrep, a body corporate with 
head office in the City of Calgary in the Province of 
Alberta, incorporated by Act of Parliament, Chap. 
92, Statutes of Canada 1951 (hereinafter called 
‘‘Trans-Canada’’), and Auperta InTeR-Fretp Gas 
Lines Liurrep, a corporation incorporated under the 
laws of the Province of Alberta with head office in 
the City of Calgary in the Province of Alberta (here- 
inafter called ‘‘Inter-Field’’), 


Parties OF THE SEconD Part. 
WHERE«sS: 


(a) Trans-Canada has constructed and owns a high pres- 
sure natural gas pipe line system, extending from 
the Province of Alberta across the Provinces of 
Saskatchewan, Manitoba and Ontario and through 
a portion of the Province of Quebec, and Trans- 
Canada operates such system for the transportation 
of natural gas produced in the Provinces of Alberta 
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and Saskatchewan to markets in the Provinces of 
Saskatchewan, Manitoba, Ontario and Quebec and 
for export to markets in the United States of 
America; 
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(b) 


(¢) 


Trans-Canada through Inter-Field, which is a wholly- 
owned subsidiary of Trans-Canada, is the owner of 
one-half of the outstanding shares of the capital 
stock of Great Lakes Gas Transmission Company 
(hereinafter referred to as ‘‘Great Lakes’’), a cor- 
poration incorporated under the laws of the State of 
Delaware, in the United States of America, and it 
is essential that Trans-Canada should at all times 
retain, directly or through wholly-owned subsidiaries, 
ownership of one-half of the shares of Great Lakes 
and the consequent participation in the management 
and operations of Great Lakes; 


Pursuant to an agreement between Trans-Canada 
and American Natural Gas Company, the shares of 
each class of the capital stock of Great Lakes shall 
at all times be held in equal numbers by Trans- 
Canada and by American Natural Gas Company or 
their respective wholly-owned subsidiaries; 

6424 
Subject to the granting of all necessary approvals 
by regulatory authorities, Great Lakes proposes to 
construct, own and operate a pipe line in the United 
States of America for the transmission of natural 
gas from a point near Emerson, Manitoba to Sault 
Ste. Marie and St. Clair, in the State of Michigan, 
thereby providing a direct through line between the 
natural gas reserves in Western Canada and mar- 
kets in Eastern Canada; 


Subject to the granting of all necessary approvals 
by regulatory authorities in Canada and the United 
States of America, Great Lakes and Trans-Canada 
propose that natural gas owned by Trans-Canada 
will be received by Great Lakes at a point near 
Emerson, Manitoba, and that such gas will then be 
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transported by Great Lakes for Trans-Canada 
through its said pipe line and the said gas will be 
redelivered to Trans-Cunada at Sault Ste. Marie, 
Ontario and at Sarnia, Ontario; 


The construction of the pipe line proposed by Great 
Lakes and the use of such pipe line by Trans-Canada 
as set forth in the foregoing recitals (d) and (e) 
upon the terms of the certificate, orders and licenses 
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referred to in the following recital (g) to this agree- 
ment and subject to the conditions therein set forth, 
will it is expected, increase production of natural 
gas in Western Canada and help industrial develop- 
ment in Hastern Canada, will facilitate larger ex- 
ports of Canadian gas to the United States of 
America and will give better service to certain areas 


within Canada and provide more security to eastern 
consumers in general, especially in case of emer- 
gency; 


Trans-Canada has made application to the National 
Energy Board for a certificate of public convenience 
and necessity under Part III of the National Energy 
Board Act to construct and operate additional fa- 
cilities in Canada complementary to those proposed 
to be constructed in the United States of America 
by Great Lakes and for licenses for the exportation 
and importation of natural gas in connection with 
the proposed operation of the pipe line to be con- 
structed by Great Lakes; by its report to the Gov- 
ernor in Council dated August, 1966, the National 
Energy Board has recommended, subject to the ap- 
proval of the Governor in Council, the granting pur- 
suant to such application of the certificate, orders 
and licenses specified in such report; 
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(hb) 
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Following the delivery of the said report of the Na- 
tional Energy Board, Trans-Canada has given cer- 
tain undertakings to the Government of Canada 
with a view to securing the approval of the Governor 
in Council as hereinbefore mentioned and these 
undertakings were accepted by Order in Council 
P.C. 1966-1896 dated the 4th day of October, 1966 
subject to their being included in a formal agree- 
ment acceptable to the Minister; 


Trans-Canada has entered into this formal agree- 
ment in order to fulfill the condition referred to in 
the foregoing recital (h) as a condition precedent to 
the issue of the said certificate, orders and licenses 
by the National Energy Board. 


Now THEREFORE THIS AGREEMENT WITNESSETH that Trans- 
Canada and Inter-Field covenant and agree with the Gov- 


ernme: 


nt of Canada as follows: 


1. In the following provisions of this agreement: 


(a) 


‘<main line’? means the large diameter pipe line 
presently owned and operated by Trans-Canada ex- 
tending from a point approximately one mile west 
of the Alberta-Saskatchewan border eastward across 
the Provinces of Saskatchewan and Manitoba, pass- 
ing Ile des Chenes, near Winnipeg, to the Manitoba- 
Ontario border and past Kenora and Dryden to the 
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vicinity of Fort William and Port Arthur, Ontario, 
and thence extending eastward past Nipigon, Beard- 
more, Geraldton, Hearst, Kapuskasing, Cochrane 
and southward past Kirkland Lake, New Liskeard, 
Haileybury, North Bay, Huntsville, Bracebridge, 
Gravenhurst, Orillia and Barrie to the vicinity of 
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Maple, Ontario, and includes all additional facilities 
which may hereafter be constructed or operated by 
Trans-Canada within Canada in connection with such 
pipe line and such pipe line as it may hereafter be 
extended or supplemented by another pipe line or 
pipe lines, if any, which may hereafter be constructed 
or operated wholly within Canada and used for the 
purpose of transporting gas from Western Canada; 


‘‘Northern Ontario line’’ means that portion of the 
main line between Ile des Chenes and Maple, Ontario; 


‘‘Western Canada’”’ means the Provinces of British 
Columbia, Alberta, Saskatchewan and Manitoba; 


‘‘Kastern Canada’’ means the Provinces of Ontario 
and Quebec; 
6428 


‘‘Great Lakes’? means Great Lakes Gas Transmis- 
sion Company, a corporation incorporated under the 
laws of the State of Delaware, in the United States 
of America, and includes any successor corporation ; 


‘‘Minister’? means the person from time to time 
holding the appointment of Minister of Energy, 
Mines and Resources or such other person as may be 
designated from time to time by the Governor in 
Council as the ‘‘Minister’’ for the purpose of this 
agreement ; 


‘‘Trust Deed’? means the Deed of Trust and Mort- 
gage dated as of January 1, 1957 made betweer 
Trans-Canada and National Trust Company, Limited, 
as Trustee, securing First Mortgage Pipe Line Bonds 
of Trans-Canada, as supplemented and amended; 


‘‘vear’’ means the twelve-month period commencing 
on November 1 in any calendar year and ending on 
October 31 in the immediately following calendar 
year. 
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2. Trans-Canada will cause more than 50% of the total 
volume of natural gas transported in each year by it from 
Western Canada for use in Eastern Canada to be trans- 
ported through the Northern Ontario line. 
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3. In the year commencing November 1, 1976, and con- 
tinuing thereafter, Trans-Canada will cause more than 
60% of the total volume of natural gas transported in each 
year by it from Western Canada for use in Eastern Canada 
to be transported through the Northern Ontario line, pro- 
vided that either before or in the year commencing Novem- 
ber 1, 1975, Trans-Canada has attained the market volume 
in Eastern Canada of 579,490 MMCF of gas as forecast 
for that year in Table 8 contained in Tab 2 of Exhibit 1-6 
submitted by Trans-Canada to the National Energy Board 
at the Board’s hearing referred to in recital (g) ; and pro- 
vided further that if such market volume is not attained in 
Eastern Canada by Trans-Canada as herein mentioned, then 
and in that event Trans-Canada will cause more than 60% 
of the total volume of natural gas transported in each year 
by it from Western Canada for use in Eastern Canada to be 
transported in the year next succeeding and thereafter, the 
year in which such market volume is attained; 


Provided further that Trans-Canada will further increase 
the volume of natural gas transported through the North- 
ern Ontario line to a minimum of 65% of the total volume of 
natural gas transported in each year by Trans-Canada 
from Western Canada for use in Eastern Canada within a 
reasonable time after it is obliged to increase the volume 
of natural gas so transported as hereinbefore mentioned. 
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4. To comply with the requirements of Clauses 2 and 3, 
Trans-Canada will, in addition to taking such other steps 
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as may be necessary from time to time, commence the loop- 
ing of the Northern Ontario line east of Winnipeg no later 
than during the calendar year 1970. 


5. Failure by Trans-Canada to perform any of its obliga- 
tions under Clauses 2, 3 and 4 shall not constitute a breach 
of this agreement if its failure to perform shall have been 
occasioned by or shall have resulted from any acts of God 
or other emergencies, including explosions, breakage of or 
accident to machinery or lines of pipe or the necessity of 
making repairs to or alterations thereto as a result, not 
within the control of Trans-Canada and which by the exer- 
cise of due diligence Trans-Canada is unable to prevent or 
overcome. 


6. Trans-Canada will submit from time to time, upon the 
request of the Government of Canada or the National 
Energy Board, a complete statement showing the volumes 
of natural gas transported from Western Canada for use 


in Eastern Canada trough its Northern Ontario line and 
otherwise and indicating its plans for future development 
and opeartions in Eastern Canada together with such other 
data as may be required for the purpose of determining 
Trans-Canada’s progress in meeting the projected market 
volumes and obligations hereinbefore mentioned. 
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7. Neither Trans-Canada nor Inter-Field will sell or dis- 
pose of or will permit to be sold or disposed of (except to 
the extent, if any, that such shares may be subject to the 
floating charge created by and under the Trust Deed) any of 
the shares of any class of the capital stock of Great Lakes 
now held by Inter-Field or which at any time hereafter 
may be required by or held by or for, whether directly or 
indirectly, Trans-Canada, Inter-Field or any other subsid- 
iary of Trans-Canada, without the approval of the Minister, 
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provided that nothing in this Clause shall restrict the trans- 
fer of such shares from Inter-Field to Trans-Canada. 


8. At any time upon the written direction of the Minister, 
Trans-Canada will deliver or cause to be delivered to the 
Minister or to any person or corporation designated by 
the Minister certificates for all shares of the capital stock 
of Great Lakes held, directly or indirectly, by or for Trans- 
Canada or any subsidiary of Trans-Canada or hereafter ac- 
quired by or for Trans-Canada or any subsidiary of Trans- 
Canada, to be held in the custody of the Minister or such 
person or corporation as trustee in trust for Trans-Canada 
or such wholly owned subsidiary of Trans-Canada as may 
be the owner of such shares, for the purpose of ensuring 
performance of the provisions of the foregoing Clause 7. 
During any time when such shares are so held, Trans- 
Canada, Inter-Field or any other wholly-owned subsidiary 
of 
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Trans-Canada which is the owner of the said share shall be 
entitled to receive all dividends and other distributions on 
or with respect to the said shares and to exercise all voting 
and other rights with respect tothe said shares, except 
only the right to transfer the said shares which shall at all 
times be subject to the restrictions set forth in the fore- 
going Clause 7. 


9. If Trans-Canada or Inter-Field shall fail to perform 
or neglect to fulfill any of the terms or covenants contained 
in this agreement, the Government of Canada may from 
time to time forfeit to itself in respect of each such failure 
or neglect an amount stipulated by the Government of 
Canada, not exceeding the sum of one million dollars in 
respect of any one forfeiture; and this Clause shall be read 
and construed as importing an assessment by mutual con- 
sent of the damages caused by such non-performance or 
neglect to the Government of Canada. 
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10. Upon a forfeiture occurring as hereinbefore pro- 
vided, Trans-Canada or Inter-Field shall forthwith pay to 
the Government of Canada the amount stipulated as herein- 
before mentioned. 


Ix Wrrness WueEreor the Minister of Energy, Mines and 
Resources has hereunto set his hand and the seal of the 


Department of Energy, Mines and Resources on behalf of 
Her Majesty the Queen 
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in Right of Canada and Trans-Canada and Inter-Field have 
caused their respective corporate seals to be hereto affixed 
and this agreement to be signed by their proper officers 
duly authorized in that behalf. 


SicNEp anp SEALED on BeHatr or Her 
Masesry Tue Queen in Ricut or Canapa 


Mrnister or Enrrcy, Mines anp Resources 


SieNED anD SEALED on BEHALF OF 
Trans-Canapa Prez Lines Larep 


President 


L. M. Jonnstonr 
Secretary 


Sienep anp SEALED on BEHALF OF 
AxusertTa Intrer-Fietp Gas Loves Luourrep 


Vice-President 


L. M. Jounsror 
Assistant Secretary 
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Hearing Exhibit No. 131 


Docket CP66-110 et al 
Prepared Direct Testimony of 
R. LoCaiano 


Q. Would you give us your name and address, please? 
A. R. LoChiano, 2223 Dodge Street, Omaha, Nebraska. 

Q. Are you the same R. LoChiano that testified in these 
proceedings before? A. Yes sir. I am. 

Q. Prior to describing your Exhibits, would you please 
give us some of the background information which lead to 
their development? A. Yes, sir. The Staff submitted in their 
brief a method of delivering gas which they identified as a 
public interest proposal. In this proposal they developed 
investment costs and then made comparisons with the 
Great Lakes’ and with the Northern Companies’ proposals. 
Their figures indicated that the Staff suggested project 
would be $15,843,000 lower than Great Lakes’ combined 
project and $1,565,000 less than the Northern Companies’ 
combined project. The apparent objective of the Staff’s 
suggested project was to utilize the capacities of existing 
companies wherever possible and to make the greatest use 
of displacement-exchange benefits. Thus, they expanded 
Midwestern’s system to handle greater volumes of Cana- 
dian gas than had been projected by any other party in 
this hearing. They also make use of the Northern Natural 
and 
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Q. What is the cost of the modified Staff’s project? A. The 
fifth year investment cost is estimated to be $206,622,000. 
Q. Does this figure compare directly with those quoted 
earlier for the three other projects? A. Yes, it does. The 
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modified Staff’s project is the lowest cost of all four. It is 
$51,368,000 lower than the Great Lakes project, $18,971,000 
lower than the Staff’s public interest project and $9,572,000 
lower cost than the the Northern Companies’ project. 

Q. How do the cost of services compare between the four 
projects? A. Mr. Hultquist has developed the cost of serv- 
ice of the modified Staff project based on incremental costs 
and volumes. It is my understanding that they result in the 
lowest cost of service of any of the four projects. Total cost 
of service for all parties on the modified Staff alternate is 
$524,000 less than for the same parties and flows under the 
Northern Companies’ project. The Northern Companies, 
in turn, is $6,682,000 
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lower than all similar parties in the Great Lakes’ project. 
This figure includes the savings realized by Northern 
Natural’s existing customers. 

Q. What were the cost of service figures for the Staff 
public interest project? A. The Staff did not compute these 
figures, nor did we in detail. A quick check was made by 
our Engineering Staff which indicated an annual cost that 
was $3,682,000 above the modified alternate which, of 
course, puts it in between the Northern Companies’ project 
and Great Lakes’ project. 


s * * * * * 
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ANSWERING TESTIMONY OF RAY J. LYNCH 
Hearing Exhibit No. 134 


Q. Are you the same Ray J. Lynch who has testified pre- 
viously in this proceeding? A. Yes, I am. 

Q. Have you read the testimony and exhibits of Northern 
Natural’s witnesses LoChiano, Hultquist and Zanoff served 
on March 1? A. Yes, I have. 
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Q. Do you have any comnents on the cost comparisons 
presented by these witnesses? A. Yes, it is apparent on 
the face of the new testimony and exhibits that Northern’s 
alternative proposal is subject to the same basic defects as 
its original proposal; and that the investment and cost-of- 
service comparisons are completely erroneous. 

Q. Before getting into the specifics of Northern’s presen- 
tation, would you please comment upon Northern’s charac- 
terization of its alternate proposal as the ‘‘Modified Staff 
Project.” A. I feel that this characterization is wholly 
unjustified and that Northern’s new proposal represents 
a modification of its original proposal. I might note that 
Mr. LoChiano’s work papers refer to their new presentation 
at Northern Natural’s “alternate” proposal, and I will refer 
to it as such in my testimony. 

Q. Please explain what you mean by saying that North- 
ern’s alternate proposal is merely a modification of its 
original proposal. A. Northern’s alternate proposal is a 
restatement of its pending application with two modifica- 
tions: (1) they have reduced the size of Transportation 
Company’s line from Emerson to Sandstone from 36-inch 
to 30-inch and have assigned to Midwestern the fifth year 
inerease in Trans-Canada’s requirements of 77,000 Mef per 
day down to the intersection of the two systems at North 
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Branch; and (2) they have assigned ownership of the por- 
tion of the Ogden-St. Clair facilities east of Joliet, Dlinois 
to Michigan Wisconsin. 


One measure of the difference between the Staff proposal 
and Northern’s new proposal is the difference in facilities 
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to be constructed and owned by the parties, which are as 
follows: 
Staff New Northern Natural 


Cost Percent Cost Percent 


Northern $ 62,355,000 29.00% 123,508,000 
Midwestern 77,902,000 36.3 17,612,000 
Michigan Wisconsin 74,490,000 34.7 () 

$214,747,000 100.0% $206,622, 100.0% 


Furthermore, Staff counsel in his brief had three basic 
objections to the Northern Companies’ proposal: (1) that 
there was no justification for Northern’s assumption that 
the gas transported or exchanged by Northern for its sub- 
sidiary, Transportation Company, would be entitled to a 
“free ride”; (2) that there was no basis for the interjection 
of Transportation Company into Northern’s over-all 
scheme; and (3) that Northern’s concession that it would 
have to segregate its facilities south of Ogden in order to 
deliver gas having higher Btu and lower specific gravity to 
Transportation Company for redelivery to Trans-Canada 
created manifold uncertainties that could only be resolved 
by a full rate proceeding under Section 4 of the Act. Each 
of these objections is just as applicable to Northern’s new 
proposal as to their original one. In my opinion, therefore, 
Northern’s attempt to identify its alternate proposal with 
the Staff’s proposal is wholly inappropriate. 

Q. Turning first to Mr. LoChiano’s testimony and ex- 
hibits, and specifically Exhibits 131-A and 131-E, would you 
please comment upon the investment cost comparisons that 
are made. 
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A. These comparisons are unjustified and meaningless. 
First, they purport to compare facilities that are not 
comparable; second, they assume the rendering of service 
which would not in fact be performed; third, they ignore 
more economic means of providing service where it would 
adversely affect the comparison from Northern’s point of 
view; fourth, they omit the cost of facilities that would 
have to be constructed under Northern’s proposals; and 
fifth, they do not make the adjustments in Great Lakes’ 
costs necessary to place them on the same footing as the 
Northern Companies’ estimates. 


Q. Please explain what you mean by your statement that 
Mr. LoChiano’s exhibits purport to compare the invest- 
ment costs of facilities that are not comparable. A. At 
page 3 of Exhibit 131-A, Mr. LoChiano purports to set 
out the cost of facilities on five alternative bases, which, 
according to the statement on page 2 of that exhibit, would 
‘deliver all of the volumes proposed by the participants in 
the Great Lakes-Northern Natural Gas FPC proceed- 
ings.’’ However, the capability of the facilities under the 
five different bases would be entirely different. Under 
Staff counsel’s proposal and Northern Natural’s alternate 
proposal, the facilities installed would be operated prac- 
tically at their optimum capacity merely to handle the 
volumes presently under contract and would have little or 
no cheap expansibility. This of course involves the pre- 
empting of cheap expansibility which otherwise would be 
available to the customers of Northern and Midwestern. 
On the other hand, as this record shows, the Great Lakes 
line can deliver more than 200,000 Mef per day above its 
presently contracted volumes merely by adding compres- 
sion at a very low incremental cost. Therefore, it is im- 
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proper to compare facility costs without considering the 
full capability of the various facilities, as Mr. LoChiano 
recognizes at page 21 of his testimony in Exhibit 131. 
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Q. Please explain what you mean by your statement that 
Mr. LoChiano’s exhibits assume the rendering of service 
which would not in fact be performed? A. Mr. LoChiano 
purports to make investment cost comparisons on the basis 
of delivering the same volumes of gas to all markets in- 
volved in these proceedings under the five stated alterna- 
tives. But this is meaningless because the same markets 
would not be served and the facilities he assumes would 
not be constructed under each of the alternatives. For 
example, no one has proposed service to Sault Ste. Marie 
if Trans-Canada constructs an all-Canadian line, and with- 
out Great Lakes Michigan Wisconsin would not purchase 
113,000 Mef per day from Midwestern, as is assumed in 
Mr. LoChiano’s comparisons. Furthermore, he assumed 
that Trans-Canada’s market in eastern Canada would be 
the same under a looping program as under the Great 
Lakes project, whereas Trans-Canada has repeatedly stated 
that it would be substantially less. 


Q. Please explain your statement that the investment cost 
comparisons presented by Mr. LoChiano ignore more eco- 
nomic means of providing service where it would adversely 
affect the comparison from Northern’s point of view. A. 
Mr. LoChiano heavily weights the investment costs against 
Great Lakes by adding to the investment involved in the 
Great Lakes project itself the $29,882,000 Northern claims 
it would have to spend for new facilities north of Ogden 
to supply its markets with an assumed 224,000 Mef of 
additional gas over a five year period if the Northern Com- 
panies’ proposal is not adopted. 
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Even if it were appropriate to make this kind of a com- 
parison, which I would dispute, Mr. LoChiano has ignored 
a far more economical means of supplying Northern’s 
additional requirements north of Ogden, namely, by buying 
144,000 Mef per day from Great Lakes and 25,500 Mef 
per day from Midwestern. Mr. Gilliat demonstrated in 
Exhibits 92 and 92-B that by making 
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these purchases Northern Natural could supply its entire 
requirements north of Ogden by an expenditure of only 
$1.271.769 for new facilities. Mr. LoChiano’s exhibit 
simply ignores the alternative of purchasing gas from 
Great Lakes and Midwestern, which would provide the 
greatest savings in investment costs under the comparison 
techniques he uses. 


Q. Mr. Lynch, please explain your statement that Mr. 
LoChiano’s comparison omiis the cost of facilities that 
would have to be constructed under Northern’s original 
and alternate proposals and under the Staff’s proposal. A. 
Mr. Schmidt demonstrated in Exhibits 90 and 90-B that 
unless Michigan Consolidated is able to buy gas from Great 
Lakes in the northern part of the Lower Peninsula of 
Michigan, Michigan Consolidated will be forced to construct 
facilities costing $9,661,240 by 1970-71 to transport gas 
from the southern part of the State; that by purchasing 
gas from Great Lakes Michigan Consolidated’s construc- 
tion costs are reduced to $2,067,420; and that the net saving 
in construction costs to Michigan Consolidated in the Lower 
Peninsula resulting from Great Lakes is therefore 
$7,593,820. He also showed that the additional cost to 
Michigan Consolidated of constructing lateral facilities in 
the Upper Peninsula if served by Transportation Company 
rather than Great Lakes is $298,470 (Exhibit 90-A, p. 1). 
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Mr. LoChiano completely ignored these additional costs, 
totaling $7,892,290, which would not be incurred with 
Great Lakes but would be ineurred under any of the other 
proposals, 


Furthermore, unless Northern Natural were able some- 
how to deliver gas having Btu and specific gravity equiva- 
lent to that of Trans-Canada’s gas, the facilities both in 
the United States and Canada utilized to move the gas east 
of Ogden under Northern's original and alternative pro- 
posals would have to be increased substantially, including 
storage and gas distribution 
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facilities of Trans-Canada’s customers in Canada. There 
is no recognition of these increased facility costs in Mr. 
LoChiano’s comparisons. 


Q. Is Mr. LoChiano’s investment cost comparison sub- 
ject to any other deficiencies? A. Yes, he assigns an in- 
vestment cost to Great Lakes of $211,669,000. This ignores 
the three adjustments that Mr. Holstead showed in Ex- 
hibit 89 must be made in order to put the various pro- 
posals on a comparable basis, namely, the substitution of 
X-65 for X-60 pipe with use of freight rates utilizing Mil- 
waukee as the ‘‘basing point’’, omission of internal coating 
and comparable allowances for overheads. These adjust- 
ments reduce the cost of Great Lakes to $200,598,000 for 
comparison purposes, as set out in Exhibit 89-A. 


Q. Mr. Lynch, would vou please comment on the cost- of- 
service comparisons made by Mr. LoChiano in his Exhibit 
131-A? <A. Yes, in his Exhibit 131-A, Mr. LoChiano set 
forth some figures purporting to compare annual costs of 
service on five alternative bases. These comparisons in 
my opinion are improper and unjustified. 
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Q. Please state why Mr. LoChiano’s cost-of-service com- 
parisons are improper and unjustified. A. In the first 
place, they are based on the investment costs used by Mr. 
LoChiano in his investment cost comparisons, and all of 
the reasons for non-comparability I have referred to pre- 
viously therefore apply. Furthermore, in my answering 
testimony in this proceeding (Exhibit 91) and accompany- 
ing exhibits I indicated that Northern Natural’s operating 
cost estimates were presented on an absolute minimum basis 
not comparable with Great Lakes. In Exhibit 91-A, there- 
fore, I showed that using minimum investment and operat- 
ing cost estimates consistent with the basis of estimating 
used by Transportation Company, Great Lakes’ annual 
cost-of-service in the fifth year would be 


' 6763 


$31,454,900. Mr. LoChiano has not reflected this adjust- 
ment, and the comparative annual cost-of-service shown 
for Great Lakes is thus overstated by some $3,589,100. 
Furthermore, Mr. LoChiano’s exhibit attempts to make 
cost-of-service comparisons where some of the figures rep- 
resent fully-distributed costs and others incremental costs. 
In the case of new pipeline facilities like Great Lakes, 
fully-distributed costs were used. In the case of additions 
to existing facilities of Northern, Midwestern and Michigan 
Wisconsin, on the other hand, only the incremental cost of 
the additional service as estimated by Northern has been 
included. This, of course, means that where relatively 
cheap inerements of expansibility are involved, the incre- 
mental cost is relatively low. But this fails to take into 
account the fact which I alluded to earlier that like any 
new pipeline, once Great Lakes is constructed, it will have 
cheap expansibility and the incremental cost of transport- 
ing additional gas through the line will be relatively low. 
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Q. Are there any other reasons why Mr. LoChiano’s cost- 
of-service comparisons are not justified? A. Yes, there is 
another overriding reason. The thrust of these com- 
parisons is that the Commission should look at the cost of 
service of the various projects on an over-all basis quite 
apart from the allocation of those costs among the various 
parties. In other words, Mr. LoChiano in effect argues that 
if, under Northern Natural’s proposals, a benefit is pro- 
vided to its customers—who are not taking a single cubic 
foot of gas—this Commission should certificate that pro- 
posal even though the customers who take all of the gas 
(i.e. Trans-Canada and Michigan Consolidated) must pay 
higher rates as a result. In my opinion there is no basis 
for the imposition of higher costs on the customers who 
are 
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paying for a project in order to confer a benefit upon an- 
other pipeline which is not taking a foot of gas and con- 
tributes nothing to the ultimate recipients of the gas. 


Q. Are there other deficiencies in Northern’s cost-of- 
service comparisons? A. Yes, there is one other glaring 
omission. No mention is made in any of Northern’s testi- 
mony or exhibits of the $6,749,400 annually that Trans- 
Canada would have to pay in import duties under either 
of Northern's proposals or the Staff proposal but not under 
Great Lakes’ project. Whether or not this is technically a 
“cost of service’’, it is certainly a cost to Trans-Canada 
which drastically affects the economic feasibility of any 
displacement proposal from the standpoint of Trans- 
Canada and its customers. 


Q. Mr. Lynch, do you have any comments on Mr. Hult- 
quist’s testimony and Exhibits 132 and 132-4 through E. 
A. Yes. I note that Mr. Hultquist caleulated Transporta- 
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tion Company's return and related income taxes in Ex- 
hibit 132-C, which covers Northern’s alternate proposal, on 
a separate company basis just as he did in his original 
presentation in Exhibit 53-C. In similar parent-subsidiary 
situations, the Commission has consistently looked to the 
parent company capital structure in determining rate of 
return and related income taxes and, as I previously testi- 
field, that approach should have been followed here in 
order to develop proper costs for Transportation Company. 


It should also be noted that, as I indicated earlier, all 
of Mr. Hultquist’s cost-of-service exhibits related to North- 
ern’s alternate proposal are incremental studies except that 
covering Transportation Company. My comments on this 
approach have already been stated. 


Q. Please refer now to Mr. Zanoff’s prepared testimony, 
Exhibit 133, and his Exhibit 133-A and comment on his 
presentation. 
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A. I have three basic comments. First, under Northern’s 
alternate proposal, just as under its original proposal, 
Northern Natural would perform a transportation and ex- 
change service for Transportation Company involving the 
transportation of gas from Sandstone, Minnesota, to Re- 
public, Michigan, and the exchange of gas between Sand- 
stone and Ogden, Iowa. As Mr. Daley demonstrated in 
Exhibit 93-A, on a conventional Mef-mile basis, more than 
$13,000,000 annually would be charged to Transportation 
Company for that service. Under these circumstances, as 
I testified earlier, the incremental cost to Northern Natural 
of $1,734,800 would certainly be the minimum that would 
be charged to Transportation Company, and this provides 
no charge for the use of existing facilities. 
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In the second place, Mr. Zanoff has assumed that both 
Midwestern and Michigan Wisconsin would be permitted to 
charge Trans-Canada only the incremental cost of service 
associated with transportation of the additional volumes 
involved under Northern’s alternative proposal. Mr. 
Zanoff states that whether or not Midwestern and Michigan 
Wisconsin would actually fix rates based upon incremental 
costs ‘‘depends in the first instance on the determination 
of the company managements concerned.”” This may be 
true in the abstract, but any company management that 
did so would be violating established Commission policy 
and would be incurring the vigorous opposition of all of 
its other customers. Mr. Zanoff’s approach is wholly 
unrealistic. 


In the third place, Mr. Zanoff has assumed that Mid- 
western would establish a separate rate zone for deliveries 
of gas to Northern Natural near North Branch, and has 
calculated a cost to Trans-Canada based only on imere- 
mental costs from Emerson to North Branch. This would 
certainly be resisted by Michigan Wisconsin and its cus- 
tomers and Midwestern’s other customers and could not be 
justified in any rate allocation proceedings. 

Q. Mr. Lynch, are any other deficiencies present in 
Northern’s alternative proposal? 
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A. Yes. Even if Northern were able to segregate its loop 
lines south of Ogden in order to deliver gas having higher 
Btu and lower specific gravity to Transportation Company 
for redelivery to Trans-Canada, this would require North- 
ern’s filing a Btu form of tariff and an allocation proceed- 
ing to determine what costs were properly allogable to the 
service to be provided through the segregated pipeline. 
Furthermore, Northern has not even attempted to show 
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that segregation of its facilities, which would require Com- 
mission authorization as well, is feasible from an opera- 
tional and financial standpoint. 


These problems would be magnified under Northern’s 
alternative proposal (and under Staff counsel’s proposal), 
since Michigan Wisconsin would also be handling the ex- 
change gas and commingling it with other gas on its system. 
It would undoubtedly be necessary for Michigan Wisconsin 
also to file a new Btu form of tariff under Section 4 of the 
Act and to have that tariff approved after proceedings in 
which its customers had had an opportunity to be heard. 
Furthermore, since Michigan Wisconsin’s gas from the 
Panhandle-Hugoton field is also less than 1000 Btu (sat- 
urated) and its tariff provides for a minimum Btu of only 
953 (saturated), there is no way that Michigan Wisconsin 
could guarantee delivery to Trans-Canada of gas having 
the same Btu and specifie gravity as that delivered by 
Trans-Canada to Midwestern at Emerson. 


Q. I hand you an exhibit marked for identification as 
Exhibit 134-A and ask you to explain what it shows. A. 
This exhibit, which was prepared under my supervision and 
direction, shows the total additional annual costs to Trans- 
Canada and Michigan Consolidated under the Northern 
Companies’ original and alernative proposals. The figures 
relating to Northern’s original proposal are taken directly 
from 
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Exhibits 91-B and 91-C, and the figures relating to its 
alternative proposal were developed in the same way, 
utilizing the incremental cost of transportation as caleu- 
lated by Northern. As I have indicated, certain of these 
costs are absolute minimums and the annual cost of the 
transportation and exchange service that would be rendered 
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by Northern for Transportation Company would be sub- 
stantially higher than the $1,735,000 I have used. Addi- 
tionally, as shown in the footnotes to the exhibit, an appro- 
priate allocation of costs on both the Midwestern’s and 
Michigan Wisconsin’s systems would result in substan- 
tially higher charges to Trans-Canada and Michigan Con- 
solidated. Thus, the added cost to Trans-Canada and Mich- 
igan Consolidated under Northern’s original and alternate 
proposals would undoubtedly be substantially more than 
the totals shown. Under either of Northern’s proposals, 
however, the excess cost to Trans-Canada and Michigan 
Consolidated would exceed $10,000,000 annually. 


Q. Mr. Lynch, do the comments you have made concern- 
ing Northern’s proposals also apply to Staff counsel’s 
proposal as set forth in his brief? A. Yes, except for the 
fact that Staff counsel’s proposal would have dispensed 
with Transportation Company as a corporate entity, the 


basic defects in Northern’s original and alternate proposals 
are also present in Staff counsel’s proposal, and in general 
the excess costs that would be incurred by Trans-Canada 
and Michigan Consolidated under the Northern Companies’ 
proposals would also be incurred under Staff counsel’s 
proposal. 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket No. CP65-171 


In the Matter of 
Great Lakes Gas TRANSMISSION CoMPANY 


Application for Certificate of Public Convenience 
and Necessity 


Comes now Great Lakes Gas Transmission Company 
(Great Lakes) and makes application for a Certificate of 
Public Convenience and Necessity pursuant to Section 7 
of the Natural Gas Act, as amended, and in accordance with 
Sections 157.5-157.14 of the Regulations under the Natural 
Gas Act for authorization to construct and operate facilities 
for the transportation of natural gas in interstate commerce. 


In support of this application, Great Lakes shows as 
follows: 


I 


The exact legal name of Applicant is Great Lakes Gas 
Transmission Company. It is a corporation organized 
under the laws of the State of Delaware with its principal 
office at 100 West Tenth Street, Wilmington, Delaware. 
Applicant has authorization to do business 
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in the States of Minnesota, Wisconsin, Michigan and 


Tlinois. 
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All communications and pleadings concerning this appli- 
cation are to be addressed to each of the following: 


Bradford Ross, Attorney for 

Great Lakes Gas Transmission Company 
725 - 15th Street, N. W. 

Washington, D. C. 


N. John MeNeill, Vice President 

Great Lakes Gas Transmission Company 
1411 K Street, N. W. 

Washington, D. C. 


I 


By this application, Great Lakes proposes to purchase 
natural gas from Trans-Canada Pipe Lines Limited (Trans- 
Canada) at the international boundary between Minnesota 
and Manitoba, Canada, and to transport such gas in the 
United States. Great Lakes’ only customer as of this filing 
is Trans-Canada. Great Lakes will resell gas to Trans- 
Canada at the international boundary between Michigan 
and Ontario for service to markets in eastern Canada. 
Great Lakes’ pipeline is required to provide service for 
Trans-Canada’s expanding markets. Although Applicant 
is not by this application seeking authority to serve any 
other customer, it will undertake in the future to supply 
natural gas to pipeline companies, distribution systems or 
other purchasers in the United States which desire service 
within economic distance of the proposed facilities, and 
will satisfy regula- 
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tory requirements in order to provide such natural gas 
service as desired by such markets or as may be ordered 
by the Commission. Prior application for the same facilities 
was filed at Docket No. CP65-129. 
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Trans-Canada operates a major natural gas transmission 
pipeline system in Canada extending from the prolific 
Canadian gas producing fields of Alberta eastward to the 
vicinity of Montreal, Canada. <A portion of the main trans- 
mission system extends east of Winnipeg across Ontario 
into Quebec. This section of the line serves eastern Canada 
including the metropolitan areas of Toronto, Ottawa and 
Montreal. Trans-Canada requires ever increasing quan- 
tities of gas to supply the eastern Canada markets. Addi- 
tional pipeline facilities looping the existing pipeline system 
in Canada are necessary to move gas supplies in Alberta 
to such eastern Canada markets. 


The most economical means for transporting the in- 
creasing quantities of natural gas to the eastern Canadian 
markets is by the proposed pipeline for which authoriza- 
tion is sought by Great Lakes, Trans-Canada’s affiliate. 


While the pipeline project is economically feasible and 
is required to provide for Trans-Canada’s Canadian 
markets alone, Great Lakes recognizes that markets in the 
United States, including possible pipeline purchasers, 
might desire to take advantage of supplies which could be 
made available from the Great Lakes pipeline. Consistent 
with its obligations as a natural gas company under the 
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Natural Gas Act, Great Lakes will make further filings as 
may be necessary to provide such service. 


The availability of the prolific gas resources of western 
Canada as a potential supply in an area of the United States 
from a pipeline which is economically feasible without the 
attachment of United States markets is desirable and in 
the public interest. 


The gas to be transported for resale to Trans-Canada 
will be sold by Trans-Canada to its customers in Canada. 
Gas will be delivered to Trans-Canada at two points on the 
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international boundary. A lateral line will transport gas 
from Great Lakes’ main pipeline near the Straits of 
Mackinac to a point of delivery near Sault Ste. Marie, 
Michigan. The other point of delivery will be at the eastern 
terminus of the pipeline near St. Clair, Michigan. 


s * * * ° * ° * s 


Ii 


Great Lakes will purchase its natural gas supplies from 
its affiliate, Trans-Canada, pursuant to its contract set forth 
in Exhibit H. As shown by Exhibits F and G, the facilities 
which Great Lakes proposes to construct for the transpor- 
tation of gas for resale and delivery to Trans-Canada will 
consist of approximately 989 miles of 36-inch main gas 
transmission line with 71,100 horsepower (HP) in com- 
pressor facilities at five locations for the fourth year of op- 
erations. The 
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mainline is to extend from a point on the international 
boundary near Emerson, Manitoba, Canada in a generally 
easterly direction across Minnesota, Wisconsin and Mich- 
igan to a point on the international boundary on the St. 
Clair River near St. Clair, Michigan. From a point on 
this mainline above the Straits of Mackinac a 10-inch diam- 
eter lateral line (Soo lateral) approximately 44 miles long 
is to extend to a point on the international boundary near 
Sault Ste. Marie, Michigan. 


As set forth primarily in Exhibit G-II, and in comple- 
mentary exhibits, the mainline, Soo lateral and 36,200 HP 
in three compressor stations are to be installed in the first 
year with operations commencing by the end of the year. 
An additional 34,900 HP including two other stations will 
be added in the following three years with the facilities 
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completed and the maximum service, for which authoriza- 
tion is requested herein, underway at the beginning of the 
fourth year of operation. | 


Great Lakes will purchase from Trans-Canada sufficient 
volumes of gas to meet its resale commitments for de- 
liveries into Canada near St. Clair and Sault Ste. Marie. 
It proposes to serve the increasing volumes of natural gas 
which Trans-Canada requires over a period of several 
years. The initial annual sales volume stimated at 127,000 
MMcf will be increased annually for the next three years 
to an approxi- 

7387 
mate volume of 200,000 MMcf which will be applicable each 
year for the remainder of the 25-year contract. The sale 
of gas to Trans-Canada at the international boundary will 
be made pursuant to the contract set forth under Exhibit H. 


The estimated cost of the facilities to be constructed pur- 
suant to this application is $191,806,000 as set forth in Ex- 
hibit K. Great Lakes’ total capitalization will be approxi- 
mately $201.8 million through the first four years of opera- 
tion as shown in Exhibit L. Financing of the project will 
be accomplished through the sale of common stock to Trans- 
Canada in the amount of $35.3 million, the sale of de- 
bentures convertible to preferred stock at the option of 
Applicant in the amount of $19.5 million and the issuance 
of first mortgage bonds in the amount of $147 million. 


Great Lakes states that it is able and willing properly to 
do the acts and perform the service for which application 
is made herein, and in so doing to conform to the provisions 
of the Natural Gas Act and the Rules and Regulations 
promulgated thereunder. 

IV 


Great Lakes is applying simultaneously for authoriza- 
tions required under Section 3 of the Natural Gas Act and 
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Executive Order 10485. The proposed pipelines crossing 
the international boundary were ap- 


7388 
proved by the International Boundary Commission on No- 
vember 13, 1964. 

Trans-Canada has or will apply to the necessary govern- 
mental authorities in order to obtain all requisite cer- 
tifieates, licenses and permits in order to undertake and 
perform the natural gas service which it has undertaken 
pursuant to its contract included in Exhibit H. 


Vv 


The table of contents below lists all exhibits and docu- 
ments filed for the subject application in compliance with 
Sections 157.5 through 157.14 of the Regulations under the 
Natural Gas Act, of the Federal Power Commission’s Rules 
and Regulations. Exhibits are identified by their appro- 


priate titles and alphabetical letter designations. The 
alphabetical letter designations strictly adhere to those 
specified in Section 157.14. Omitted data in this applica- 
tion is so specified and reasons for omission are stated. 
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BEFORE THE 
FEDERAL POWER COMMISSION 
Docket No. CP65-349 


In the Matter of 
Mupwestern Gas TRANSMISSION CoMPANY 


Application for a Certificate of Public Convenience 
and Necessity 
Midwestern Gas Transmission Company (Midwestern), 
pursuant to and in accordance with the provisions of 
Section 7 of the Natural Gas Act, as amended, and the 
rules and regulations of the Federal Power Commission 
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thereunder, submits this abbreviated application for a 
certificate of public convenience and necessity authorizing 
the construction and operation of facilities for the trans- 
portation of natural gas from Emerson, Manitoba, to 
Marshfield, Wisconsin, for the account of Trans-Canada 
Pipe Lines Limited (Trans-Canada). As grounds for and 
in support hereof, Midwestern alleges as follows: 


(1) 

The exact legal name of Midwestern is Midwestern Gas 
Transmission Company. The location of Midwestern’s 
principal place of business is 231 South La Salle Street, 
Chicago, Illinois. Midwestern is a corporation organized 
and existing under the laws of the State of Delaware. The 
names, titles, and mailing addresses of the persons to whom 
communications concerning this application are to be 
addressed are as follows: 


George R. Perrine, President 


Midwestern Gas Transmission Company 
P. O. Box 774 
Chicago, Dlinois 60690 
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W. C. Braden, Jr. 

Midwestern Gas Transmission Company 
P. O. Box 2511 

Houston, Texas 77001 


Robert E. Shaw 
402 Solar Building 
Washington, D. C. 20036 


(2) 
Midwestern is a natural gas transmission company, 
engaged in the business of purchasing, transporting, and 


selling natural gas in interstate commerce, under authoriza- 
tion granted by and subject to the jurisdiction of the 
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Federal Power Commission. Midwestern has -two main 
transmission systems, one being the northern system and 
the other being the southern system. The southern system 
extends in a northerly direction from a point of intercon- 
nection with the natural gas pipeline system of Tennessee 
Gas Transmission Company (Tennessee) near Portland, 
Tennessee, through the States of Tennessee, Kentucky, and 
Indiana, to its terminus at a point near and southwesterly 
of Joliet, Dlinois. Midwestern’s northern system extends 
from the United States-Canadian International Boundary 
near Emerson, Manitoba, to a point near Marshfield, 
Wisconsin. 


(3) 
By this application Midwestern seeks authorization to 


construct and operate additional facilities aid to transport 
for the account of 
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Trans-Canada a fourth year peak day volume of 600,384 
Mef: of natural gas. Midwestern’s existing facilities 
presently interconnect with the existing facilities of Trans- 
Canada at a point on the United States-Canadian Inter- 
national Boundary near Emerson, Manitoba. Midwestern 
proposes to transport gas from this point to the presently 
existing interconnection of Midwestern’s facilities with the 
facilities of Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin) near Marshfield, Wisconsin. Mid- 
western is informed that Michigan Wisconsin will file 
shortly an application with the Federal Power Commission 
wherein Michigan Wisconsin seeks authorization to con- 
struct and to operate facilities to receive at Marshfield, 
to transport and to redeliver to Trans-Canada at delivery 
points located on the United States-Canadian International 
Boundary near Sarnia, Ontario, and Sault St. Marie, 


1 All volumes are at 14.73 psia except as indicated. 
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Ontario, the aforesaid peak day volume of 600,384 Mcf of 
natural gas. 


Midwestern proposes herein to expand its northern sys- 
tem by the construction of loop pipeline, installation of 
additional horsepower at two existing compressor stations, 
and construction of two new compressor stations. The 
authorization requested will increase the daily design 
capacity of Midwestern’s northern system to 820,688 Mcf 
per day, an increase of 600,384 Mcf per day from the 220,304 
Mef per day now pending at Docket No. CP64-308, et al. 
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(4) 

On December 14, 1964, at Docket No. CP65-171, Great 
Lakes Gas Transmission Company (Great Lakes), an 
affiliate of Trans-Canada, filed an application seeking 
authorization to construct and operate 988.9 miles of 36- 


inch main line, 43.7 miles of 10-inch lateral line, and five (5) 
compressor stations. The estimated direct cost of these 
facilities is $191,806,000, exclusive of approximately 
$5,000,000 required to give effect to recent cost increases. 
Great Lakes proposes to purchase a fourth year peak day 
volume of 622,000 Mecf from Trans-Canada at Emerson, 
Manitoba, and to redeliver and sell a like quantity (less 
fuel and losses) to Trans-Canada at delivery points near 
Sault St. Marie, Ontario, and Sarnia, Ontario. Great Lakes 
proposes to reach its fourth year peak day volume in in- 
crements commencing with an initial year peak day volume 
of 375,000 Mcf, increasing to 456,000 Mcf/d in the second 
year, 530,000 Mcf/d in the third year, and 600,000 Mcf/d in 
the fourth year and thereafter.* 


2 These volumes are taken from the proposed gas purchase and sales agree- 
ment presented in Section H of the Great Lakes application. The contract 
quantities proposed by Midwestern (See Section 5) differ slightly but agree 
with volumes appearing in Exhibit I of the Great Lakes application. 
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Midwestern has made an independent study of the Great 
Lakes application and has determined that through the 
construction and operation of facilities estimated to cost 
$77,331,000 Midwestern can transport from the Inter- 
national Boundary near Emerson, Manitoba, to Marshfield, 
Wisconsin, volumes of gas equal to those Great Lakes pro- 
poses to sell to Trans-Canada. Midwestern has been 
advised that Michigan Wisconsin has determined that 
through the construction and operation of facilities 


7962 


estimated at a net cost of $63,800,000, Michigan Wisconsin 
can receive such volumes of gas at Marshfield and can 
deliver a like total quantity at the delivery points at Sarnia 
and Sault St. Marie. Thus it is apparent that Midwestern 
and Michigan Wisconsin can render the service required 
by Trans-Canada with facilities estimated to cost approx- 


imately $50,000,000 less than the facilities proposed by 
Great Lakes. 


(5) 

Therefore, Midwestern proposes and requests authoriza- 
tion to receive from Trans-Canada at Emerson, to transport 
from Emerson to Marshfield, and to redeliver for Trans- 
Canada’s account each day the following maximum 
quantities of natural gas: 

Contract 
Quantity 
. During the First Contract Year 375,342 Mef 
. During the Second Contract Year 455,587 Mcf 
. During the Third Contract Year 529,838 Mef 


. During the Fourth Contract Year 
and thereafter each year for the 
remaining years of the contract 600,384 Mef 
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Midwestern proposes to render such transportation 
service under the terms of.a gas transportation contract to 
be entered into by Midwestern and Trans-Canada. A form 
of gas transportation contract is submitted herewith as 
Exhibit H. This proposed transportation contract pro- 
vides that the price to be' paid by Trans-Canada to Mid- 
western for 
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such transportation service shall be comprised of a monthly 
demand charge equal to $1.38 per Mcf times the effective 
contract quantity and a volume charge of 2.5¢ per Mef of 
gas transported by Midwestern.* 


(7) 
In order to render the transportation service proposed, 
Midwestern will need to construct, over a period of four 
years and as scheduled in Exhibit G-II, the following 


facilities: 
PIPELINE 
Location ‘Miles Size 


M.L.V. 2200 to M.L.V. 2201 5.6 36” x .344” (X-60) 
M.L.V. 2201 to M.L.V. 2231 487.7 30” x 312” (X-60) 


Total 493.3 


Meter Station—Expand Marshfield Meter Station to meas- 
ure additional 600 MMcfd at 500 psig. 


Compressor STATIONS 
Horsepower 


55 201—Near Hallock, Minnesota 
2207—Near Ada, Minnesota (new station) 
2213—Near Staples, Minnesota 
2222—Near St. Croix Falls, Wisconsin (new station) 
Total 


3 Payment is to be in United States dollars. 
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(8) 

The total cost of the facilities proposed is $77,331,000. 
Midwestern proposes to permanently finance these addi- 
tional facilities 

7564 
by issuance of two series of debentures and by issuing 
additional common stock. ; 


(9) 

In order for Midwestern to render the transportation 
service proposed herein, it will be necessary for Midwestern 
to purchase compressor fuel from Trans-Canada. There- 
fore, Midwestern proposes to purchase from Trans-Canada 
at Emerson up to the following daily quantities of natural 
gas for compressor fuel: 


Compressor 


e 
Quantity 


. During the First Contract Year 2,412 Mef 
. During the Second Contract Year 4,643 Mef 
. During the Third Contract Year 7,020 Mef 


. During the Fourth Contract Year 
and thereafter each year for the 5 
remaining years of the contract 10,323 Mef 


. 


Midwestern proposes to pay the following prices for such 
compressor fuel :* 
Demand Commodity 
Period Charge/Mcf Charge/Mef 
From the date of initial 
delivery through 1970 $2.421 19.324¢ 
From 1971 through 1975 2.711 19.774¢ 
From 1976 through 1980 2.990 20.117¢ 


4 Payment is to be in United States dollars. 
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From 1981 through 1985 3.274 20.539¢ 


From 1986 through the 
remaining years of the 
contract 3.599 20.960¢ 


The prices reflected above are the same as provided by 
the proposed gas purchase; and gas sales contract between 
Great Lakes and Trans-Canada in Docket No. CP65-171. 


(10) 


Midwestern submits that the proposed transportation 
of gas by Midwestern and Michigan Wisconsin is more in 
the public interest than the project proposed by Great 
Lakes at Docket No. CP65-171. Substantially less invest- 
ment in facilities is required. The service required by 
Trans-Canada can be provided by Midwestern and Michigan 
Wisconsin and benefits arising from the approval of this 


application will inure both to the benefit of Midwestern 
and to its customers. On the basis of its estimates of the 
transportation revenues, sales to existing customers, and 
operating charges in connection therewith, Midwestern will 
be able to reduce rates to its presently existing northern 
system customers beginning in the third year of this pro- 
posed transportation service. 


Midwestern and Michigan Wisconsin will pay Federal 
income taxes from the initial date of the proposed service. 
These taxes will inure to the benefit of all United States’ 
citizens. On the other hand, the Great Lakes application 
does not indicate payment of Federal income taxes by Great 
Lakes. Additionally, a review of the proposed gas purchase 
and gas 

7566 
sales contract between Trans-Canada and Great Lakes 
indicates that the resale rate to be charged by Great Lakes 
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prior to January 1, 1976, will not reflect the scheduled 
increases in cost of gas purchased by Great Lakes from 
Trans-Canada. This will have an adverse effect on Great 
Lakes’ cash flow and could have a detrimental effect on its 
earnings and consequently on the possible payment of 
Federal income taxes after the fourth year. 


The applications of Midwestern and Great Lakes are 
mutually exclusive and, accordingly, Midwestern is prepar- 
ing and will file promptly a motion for the consolidation 
thereof for hearing and decision. 


(11) 


Concurrently herewith, Midwestern is filing an applica- 
tion for authorization to import natural gas and an applica- 
tion for a presidential permit authorizing the construction, 
operation, and maintenance of pipeline facilities to import 
gas from Canada as required to implement the service 


proposed herein. Michigan Wisconsin has informed Mid- 
western that it will prepare and prosecute all necessary 
applications to enable Michigan Wisconsin to render a 
transportation service from Marshfield to the proposed 
delivery points to Trans-Canada. It will be necessary for 
Trans-Canada to obtain the requisite Canadian certificates, 
licenses, and permits to export and import the required 
volumes of gas. Midwestern knows of no other application 
necessary to supplement or effectuate Midwestern’s pro- 
posal as set forth herein. 
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(12) 


This application is abbreviated under the provisions of 
Sections 157.5 and 157.7 of the Commission’s Regulations 
under the Natural Gas Act. The Table of Contents below 
sets forth all of the exhibits and documents filed in com- 
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pliance with Sections 157.5 and 157.16 of the Commission’s 
Regulations under the Natural Gas Act as well as all of 
the documents and exhibits otherwise filed by Midwestern 
to support and clarify this application, identifying them 
by their appropriate title and alphabetical letter designa- 
tion and justifying the omission of each exhibit provided 
for in said Sections but not filed herewith. 


All gas volumes in these exhibits are stated at a pressure 
base of 14.73 psia at 60 degrees Fahrenheit unless other- 
wise designated. All gas volumes are assumed to contain 
a minimum of 1,000 BTU per cubic foot. 


TABLE OF CONTENTS 


Exhibit A — Articles of Incorporation and By-Laws 
Articles of Incorporation are incorporated by 
reference to Exhibit A of the applications at 
Docket Nos. G-18313, CP62-116, and CP64- 
308. By-Laws are incorporated by reference 
to Exhibit A of the application at Docket No. 
CP64-308. 


Exhibit B — State Authorization 
Exhibit C — Company Officials 
Exhibit D — Subsidiaries and Affiliation 
Exhibit E — Other Pending Applications and Filings 
Exhibit F — Location of Facilities 
7568 


Exhibit G— Flow Diagram showing Daily Design 
Capacity 


The flow diagram reflecting daily design 
capacity and reflecting operating conditions 
with existing facilities is incorporated by 
reference to Exhibit G of the application at 
Docket No. CP64-308. The flow diagram 
reflecting operating conditions with proposed 
facilities is submitted. 
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Exhibit 
G-I—Flow Diagram Reflecting Maximum Capa- 
bilities 


Exhibit 
G-II — Flow Diagram Data 


Exhibit H — Total Gas Supply Data 


Exhibit I — Market Data 


No market data for utilization of the gas pro- 
posed to be transported is submitted since 
the market for the gas to be transported will 
be as shown by Great Lakes at Docket No. 
CP65-172. 


Exhibit J — Conversion to Natural Gas 


No information is submitted on conversion. 
Midwestern’s knowledge on the necessity of 
conversion is limited to the information shown 
in Exhibit J of the application at Docket No. 
CP65-171. 


Exhibit K — Cost of Facilities 
Exhibit L— Financing 


Exhibit M — Construction, Operation, and Management 


Exhibit N — Revenues — Expenses — Income 
Exhibit O — Depreciation and Depletion 
Exhibit P — Tariff 


Waererore, Midwestern Gas Transmission Company 
respectfully requests that the Commission issue a certificate 
of public convenience 
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7569 
and necessity authorizing the transportation service pro- 
posed herein, as well as such other and further relief as 


may be appropriate. 
Respectfully, submitted, 


Mipwestern Gas TRANSMISSION ComPaNy 


By /s/ W. D. Waser 
W. D. Walser 


L. R. Pankonien 
P. O. Box 2511 
Houston, Texas 77001 
Attorney for 
Midwestern Gas Transmission Company 


April 28, 1965 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. CP65-357 


In the Matter of 
Micuican Wisconsin Pree Line Company 


Application for a Certificate of Public Convenience 
and Necessity 
Comes now Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin) and, pursuant to Section 7(c) of the 
Natural Gas Act, as amended, and Section 157.6 of the 
Commission’s Regulations thereunder, files this application 
for a certificate of public convenience and necessity 
authorizing the construction and operation of facilities to 
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receive from Midwestern Gas Transmission Company 
(Midwestern) at the existing point of interconnection of 
the Northern System of Midwestern and Michigan Wis- 
consin near Marshfield, Wisconsin up to an additional 600.4 
million cubic feet of natural gas per day and to redeliver 
equivalent volumes to Trans-Canada Pipe Lines Limited 
(Trans-Canada) at points on the International Boundary 
between the United States and Canada near Sault. Ste. 
Marie and Sarnia, Ontario. While not now proposing to 
install capacity in excess of that required to transport 
Trans-Canada’s indicated fourth year requirement of 
600.4 million cubic feet, Michigan Wisconsin thereafter 
would be willing to participate in the future growth of 
Trans-Canada’s markets in eastern Canada by expanding 
its capacity as required to enable Trans-Canada to serve 
its customers in the most economic manner possible. In 
support of this application, Michigan Wisconsin respect- 
fully shows as follows: 
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(1) 

The exact legal name of Applicant is Michigan Wisconsin 
Pipe Line Company. Its principal place of business is 
located at One Woodward Avenue, Detroit, Michigan. It 
is a corporation organized and existing under the laws of 
the State of Delaware. The name, title and mailing address 
of the person to whom communications concerning this 
application are to be addressed is: 


Wilber H. Mack, Executive Vice President 
Michigan Wisconsin Pipe Line Company 
One Woodward Avenue 

Detroit, Michigan 48226 
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It is respectfully requested that copies of all such com- 
munications also be addressed to each of the following: 


Charles V. Shannon, Esq. 
May, Shannon and Morley 
903 Commerce Building 
1700 K Street, N. W. 
Washington, D. C. 20006 


Paul S. Davis 

American Natural Gas Service Company 
1730 K Street, N. W. 

Washington, D. C. 20006 


(2) 


Michigan Wisconsin is a natural gas transmission com- 
pany engaged in the business of purchasing, transporting 
and selling natural gas in interstate commerce under 
authorizations granted by the Federal Power Commission. 
Michigan Wisconsin operates a natural gas transmission 
system by which it transports natural gas purchased in 
Texas, Oklahoma and Kansas to various communities in 
the States of Missouri, Iowa, Dlinois, Wisconsin and 
Michigan. Michigan Wisconsin also purchases gas from 
American Lousiana Pipe Line Company at a point of inter- 
connection near Bridgman, Michigan, 
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from Northern Natural Gas Company near Janesville, Wis- 
consin, and from Midwestern near Marshfield, Wisconsin. 


(3) 


Midwestern is an existing customer of Trans-Canada. 
Trans-Canada operates a large diameter natural gas trans- 
mission system extending from producing fields in Alberta, 
Canada easterly to the vicinity of Montreal, Canada, with 
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a lateral line interconnecting with Midwestern near Emer- 
son, Manitoba, where Midwestern purchases the entire gas 
supply for its Northern System. To meet the growing re- 
quirements of its eastern markets and to provide service to 
new communities, Trans-Canada desires to increase de- 
liveries to the eastern portion of its system by 600.4 million 
cubic feet per day in increments over a four-year period. 
Midwestern and Michigan Wisconsin are proposing the most 
economical means of enabling Trans-Canada to meet the 
increasing requirements of its eastern markets with Cana- 
dian gas by providing a transportation service for Trans- 
Canada, under which Trans-Canada will deliver gas to Mid- 
western for redelivery to Trans-Canada some 1,000 miles 
further east through existing and proposed facilities of 
Midwestern and Michigan Wisconsin. 


Accordingly, Midwestern has filed applications request- 
ing authorization to import additional natural gas to be 
received from Trans-Canada at the existing point of inter- 
connection of their two systems and to construct and op- 
erate such additional facilities as are required to transport 
and deliver to Michigan Wisconsin at Marshfield, Wiscon- 
sin up to an additional 600.4 million feet per day. 


Michigan Wisconsin requests authorization herein to con- 
struct and operate such additional facilities as are required 
to redeliver equivalent 
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volumes of gas to Trans-Canada at points on the Interna- 
tional Boundary between the United States and Canada 
near Sault Ste. Marie and Sarnia, Ontario. Michigan 
Wisconsin is making concurrent filings for authorization 
under Section 3 of the Natural Gas Act to export these 
volumes of gas to Canada and for a Presidential Permit 
under Executive Order 10485 covering the facilities at the 
Border. 
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The proposed transportation service to be rendered by 
Midwestern and Michigan Wisconsin for Trans-Canada 
will be performed under transportation contracts to be en- 
tered into by the parties. An illustrative form of contract 
covering the service proposed by Michigan Wisconsin is 
submitted as Exhibit P to this application. 


(4) 
The principal facilities for which authorization is sought 
herein consists of: . 

(a) 217.4 miles of 30” loop line in Wisconsin, Tilinois and 
Michigan ; 

(b) 55.5 miles of 26” loop line in Wisconsin ; 

(c) 168.0 miles of 30” line and 228.0 miles of 10” line in 
Michigan; and 

(a) 100,850 horsepower at one new and three existing 
compressor stations in Wisconsin, at two new and 


three existing compressor stations in Michigan, and 
at one existing compressor station in Indiana. 


The location of these facilities is shown on Exhibit F. As 
appears from Exhibit K, Michigan Wisconsin’s investment 
associated with the transportation of gas for Trans-Canada 
is $68,835,000. The total cost of the facilities for which 
Michigan Wisconsin here seeks certification is estimated at 
$79,600,000, 
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spread over a period of four years as required to meet the 
increased needs of Trans-Canada as they develop. How- 
ever, facilities estimated to cost $10,765,000 would be re- 
quired in any event over the four year construction to meet 
the normal growth of its markets in Wisconsin. 
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(5) 


As shown on Exhibit N hereto, the proposed service will 
yield a rate of return in excess of 644% commencing with 
the fourth year of operation and accordingly will have a 
beneficial effect on Michigan Wisconsin’s rates. Addi- 
tionally, Midwestern’s application demonstrates that, on 
the basis of its estimates of the transportation revenues, 
sales to existing customers, and charges in connection there- 
with, Midwestern will be able to reduce rates to its presently 
existing Northern System customers beginning in the third 
year of the proposed transportation service. Since Mich- 
igan Wisconsin, as Midwestern’s largest purchaser of gas 
on its Northern System, will share in any resultant rate 
reduction by Midwestern, Michigan Wisconsin anticipates 
that its rates will reflect such reduction at that time. 


Michigan Wisconsin will commence construction of its 
facilities as soon as the necessary authorizations have been 
received and the requisite contracts have been executed by 
the parties thereto. It is anticipated that the first full 
year of service will be the calendar year 1967. It is con- 
templated that the proposed facilities will be financed 
through the issuance of First Mortgage Pipe Line Bonds 
in the amount of $40,000,000 together with the issuance of 
$8,000,000 of common stock and short-term 
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bank loans as required during the construction period. 
The balance will be financed with funds generated 
internally. 


(6) 


Midwestern and Michigan Wisconsin must obtain ap- 
propriate authorization from the Federal Power Commis- 
sion under Section 3 of the Natural Gas Act for the 
importation and exportation, respectively, of the trans- 
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portation gas. Midwestern and Michigan Wisconsin must 
also obtain Presidential Permits covering their respective 
facilities at the Border. Applications therefor, and for the 
construction and operation by Midwestern of the facilities 
required to render its portion of the transportation service, 
have been filed. Michigan Wisconsin understands that 
Trans-Canada must obtain authorization from the Province 
of Alberta and the Dominion of Canada for exportation of 
the transportation gas from the Province and Dominion. 
Michigan Wisconsin’s financing of the proposed project will 
be subject to the approval of ‘the Securities and Exchange 
Commission under the Public Utility Holding Company 
Act of 1935, and may be subject to the approval of the 
Michigan Public Service Commission. So far as Michigan 
Wisconsin is aware, no other application to supplement or 
effectuate Michigan Wisconsin’s proposal herein need be 
or is to be filed by Michigan Wisconsin or any other person 
with any other federal, state or other regulatory body. 


(7) 


This application, and the applications filed by Midwest- 
ern, are competitive with the applications of Great Lakes 
Gas Transmission Company ' (Great Lakes) pending at 
Docket Nos. CP65-171, et al. Great Lakes, an affiliate of 
Trans-Canada, there proposes to construct facilities at an 
estimated cost of approximately $192,000,000 to transport 
gas for 
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Trans-Canada from Emerson, Manitoba, to Sault Ste. 
Marie and Sarnia, Ontario. Midwestern and Michigan 
Wisconsin will provide a service to Trans-Canada which is 
comparable to that proposed by Great Lakes, and will do it 
in a much more economic manner. The two proposals are 
mutually exclusive, and the public interest requires that 
the Midwestern-Michigan Wisconsin proposal be approved. 
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The Great Lakes project will require an investment of 
approximately $50,000,000 more than the combined invest- 
ments of Midwestern and Michigan Wisconsin, after giving 
effect to recent cost increases not reflected in the estimates 
of Great Lakes. This results primarily from the fact that 
the transportation gas will be redelivered by Michigan 
Wisconsin to Trans-Canada largely by displacement, ob- 
viating the necessity for physically transporting the gas 
the full 1,000 miles which Great Lakes would be required 
to do. To a substantial degree, the facilities proposed by 
Great Lakes would needlessly duplicate existing pipeline 
facilities, including those of Midwestern and Michigan 
Wisconsin. 


The financial infeasibility of the Great Lakes project is 
amply demonstrated by Schedule 2 of Exhibit N in its own 
application. That schedule shows on its face that Great 
Lakes will not even earn its bond interest during the first 
three years and that, even in the fourth year, it will earn 


less than $2,500,000, with no allowance for income taxes, 
on a total investment of $192,000,000. 


Trans-Canada’s ability to finance the Great Lakes project 
is accordingly subject to serious doubt. Even if it could 
be financed, however, the Canadian consumer will neces- 
sarily benefit from the Midwestern-Michigan 
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Wisconsin project because Trans-Canada will be able, in 
effect, to obtain the benefit of looping its existing line with- 
out an investment of almost $200,000,000 in an economically 
unsound venture. Consumers served by Midwestern and 
Michigan Wisconsin will benefit through the greater utiliza- 
tion of their existing facilities and the resulting favorable 
impact on the earnings and consequently the rates of Mid- 
western and Michigan Wisconsin. The project will serve 
the best interests of all involved. 
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A table of contents listing all exhibits and documents 
filed with this application, identified by appropriate titles 
and alphabetical letter designations, follows: 


Exhibit A Articles of Incorporation and By-Laws 
Exhibit B State Authorization 

Exhibit C Company Officials 

Exhibit D Subsidiaries and Affiliation 

Exhibit E Other Pending Applications and Filings 
Exhibit F Location of Facilities 


Exhibit G Flow Diagrams Showing Daily Design Capacity 
and Reflecting Operation with and without Pro- 
posed Facilities Added 


Exhibit G-I Flow Diagrams Reflecting Maximum Capa- 
bilities 

Exhibit G-II Flow Diagram Data 

Exhibit H Total Gas Supply Data 

Exhibit I Market Data 

Exhibit J Conversion to Natural Gas 

Exhibit K Cost of Facilities 

Exhibit L Financing 
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Exhibit M Construction, Operation and Management 


Exhibit N Revenues—Expenses—Income 
Exhibit O Depreciation and Depletion 
Exhibit P Tariff 
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Wuererore, Michigan Wisconsin respectfully requests 
that this application be set down for comparative hearing 
with the application of Great Lakes pending at Docket No. 
CP65-171 and that a certificate of public convenience and 
necessity be issued to Michigan Wisconsin as herein 
requested. 

Respectfully submitted, 


MicHican Wisconsin Pree Line 
Company 


By /s/ C. J. McInerney 


C. J. McInerney 
Vice President 


Cuartes V. SHANNON 
May, Shannon and Morley 
1700 K Street, N. W. 
Washington, D.C. 20006 
Attorney for Michigan Wisconsin 


Pipe Line Company 
. * s * 


7930 
Item P 
GAS SALES AGREEMENT 


THIS AGREEMENT, entered into as of this 27th day of April, 
1965, between NorTHERN NaturaL Gas Company, operating 
as Peoples Natural Gas Division, a Delaware corporation, 
hereinafter called “Seller,” and Tae Hanna Mrxinc Com- 
PANY, a Delaware corporation—agent for Inland Steel Com- 
pany, a Delaware Corporation, and Itasca Pellet Company, 
a Delaware corporation—hereinafter referred to as “Buyer” 
or “Customer.” 


WITNESSETH : 


WHEREAS, Seller proposes to construct and operate a nat- 
ural gas transmission system from a point near Duluth, 
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Minnesota, to render natural gas service to the Mesabi Iron 
Range of Minnesota; and 


WHEREAS, Buyer proposes to construct and operate a 
taconite processing plant on the Mesabi Iron Range at a 
point near Coley, Minnesota; and 


WHEREAS, Seller desires to sell to Buyer natural gas on 
a firm basis and Buyer desires to purchase natural gas on 
a firm basis pursuant to the terms and conditions herein 
set forth. 


NOW, THEREFORE, in consideration of the premises and 
further in consideration of the mutual covenants and prom- 
ises contained, the parties mutually covenant and agree as 
follows: 


ARTICLE I 
Gas To Be Sold 


1. Subject to the provisions of the General Terms and 
Conditions attached hereto and made a part hereof by refer- 
ence, and the other terms and conditions herein contained, 
Seller agrees to sell and deliver to Buyer and Buyer agrees 
to purchase from and pay Seller for, at the rates and 
charges provided in Article III, a contract demand of nat- 
ural gas, as defined in Section 3 of this article, in an amount 
not less than 6,200 Mef per day and not more than 7,000 
Mef per day, provided, however, that from 
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and after the initial service date established pursuant to 
Section 2 of this article, but prior to the date Buyer gives 
notification to Seller pursuant to Section 3 of this article, 
Buyer shall be entitled to receive from Seller, and Seller 
agrees to sell and deliver to Buyer, Buyer’s requirements 
of natural gas at its Cooley plant but not to exceed 7,000 
Mef per day. 
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5. After the Initial Service Date, Seller shall have the 
prior right to supply any additional volumes of natural gas 
which Buyer may 
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require for any reason at Buyer’s Cooley plant, including, 
but not limited to, the expansion of Buyer’s taconite proc- 
essing facilities at such plant, and agrees to supply any such 
additional volumes of natural gas if requested by Buyer 
when and to the extent that additional pipeline capacity 
is available or can be reasonably provided and when deliv- 
ery of such additional volumes of natural gas is authorized 
by all regulatory authorities having jurisdiction over the 
subject matter of this Agreement. Seller shall use its best 
efforts to apply for and secure any necessary authorizations 
and upon receipt of appropriate and acceptable authoriza- 
tions, to promptly construct such facilities as may be re- 
quired. The price for such increased amount of natural gas 
shall be the same as the price in effect under this Agreement 
and any additional volumes of natural gas shall be sold, 
delivered, purchased and received in accordance with the 
terms and conditions of this Agreement and the parties 
agree to enter into amendment or amendments to this 
Agreement to give effect to any such increase, including an 
increase in the contract demand, in accordance with this 
provision. 


6. Natural gas delivered by Seller to Buyer under this 
Agreement shall not be resold by Buyer. 
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NorTHERN NaturaL Gas CoMPANY 
May 6, 1965 


The Hanna Mining Company 
100 Erieview Plaza 
Cleveland, Ohio 44114 


Gentlemen: 


Accompanying this letter is the Gas Sales Agreement 
entered into on April 27, 1965, between Northern Natural 
Gas Company as Seller and The Hanna Mining Company, 
a Delaware corporation—agent for Inland Steel Company, 
a Delaware Corporation, ‘and Itasca Pellet Company, a 
Delaware corporation—as Buyer. This Agreement, among 
other things, provides for initial contract demand of be- 
tween 6,200 Mef and 7,000 Mef and further provides that 
the initial rate for service is forty-three (43) cents per Mcf 


of gas delivered at Hanna’s Cooley Plant. 


The Hanna Mining Company has advised that by itself, 
or in conjunction with others, it proposes to construct an 
ore processing plant which ,will be located near Keewatin, 
Minnesota. 


Therefore, Hanna agrees that if the Keewatin Plant is 
built, Hanna will purchase its entire natural gas require- 
ments for the Keewatin Plant from Northern under con- 
tractual provisions in all material respects similar to those 
contained in the Gas Sales Agreement referred to above. 
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NorTHern NaruraL Gas ComPANY 


The Hanna Mining Company 
May 6, 1965 
Page Two 


Northern agrees that if the proposed Keewatin Plant is 
built, and if the effective contract demand volumes for both 
the Cooley Plant and the Keewatin Plant equal or exceed 
12,000 Mef per day on or after the date of initial delivery 
of contract demand volumes to the Keewatin Plant, the 
price to be charged for the sales of contract demand vol- 
umes at those plants shall be one-half (14) cent per Mcef less 
than the then existing price under the Gas Sales Agree- 
ment. Such price adjustment is further conditioned on 
Hanna’s increasing its contract demand requirements, as 
provided above, prior to June 1, 1968. 


Very truly yours, 


NorrHern NaturaL Gas Company, 
operating as Peoples Natural Gas 
Division 
By H. M. Sampson 
Vice President 
ACCEPTED : Attest illegible 
May 2, 1965 Assistant Secretary 


Tur Hawna Mrsino Company, for itself and as Agent for 
Inland Steel Company, a Delaware corporation, and Itasca 
Pellet Company, a Delaware corporation 
By illegible 

Vice President 
Attest: illegible 
Assistant Secretary 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket No. CP66-110 


In the Matter of 
Great Lakes Gas Transmission Company 


Application for 
Certificate of Public Convenience and Necessity 


Comes now Great Lakes Gas Transmission Company 
(Great Lakes) and makes application for a Certificate of 
Public Convenience and Necessity pursuant to Section 7 of 
the Natural Gas Act, as amended, and in accordance with 
Section 157.5-157.14 of the Regulations under the Natural 
Gas Act, for authorization to transport natural gas in inter- 
state commerce, to make sales for resale of natural gas in 
interstate commerce, and to construct and operate the 
necessary facilities for such transportation and sales of 
natural gas. 


In support of this application Great Lakes shows as 
follows: 


‘I 
The exact legal name of Applicant is Great Lakes Gas 
Transmission Company. It is a corporation organized un- 
der the laws of the State of Delaware with its principal 


office at 100 West Tenth Street, Wilmington, Delaware. 
Applicant has authorization to do business 
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in the States of Minnesota, Wisconsin, Michigan, Ohio, 
Illinois and Delaware. All communications and pleadings 
concerning this application are to be addressed to each of 
the following: 


Bradford Ross, Attorney for 

Great Lakes Gas Transmission Company 

725 15th Street, N. W. 

Washington, D.C. 20005 

E. H. Holstead, Vice President and General Manager 
Great Lakes Gas Transmission Company 

1411 K Street, N. W. 

Washington, D.C. 20005 

N. John MeNeill, Vice President and Secretary 
Great Lakes Gas Transmission Company 

150 Eglinton Avenue East 

Toronto, Ontario, Canada 


I 


By this application Great Lakes proposes to construct a 
new pipeline from an interconnection with Trans-Canada 
Pipe Lines Limited (Trans-Canada) at the international 
boundary near Emerson, Manitoba, across the States of 
Minnesota, Wisconsin, and Michigan, to an interconnection 
with Trans-Canada at a point on the international bound- 
dary near St. Clair, Michigan. Great Lakes proposes to 
construct the new pipeline in two segments. The first seg- 
ment which must be ready for operation commencing in 
the fall of 1966 will consist of approximately 157 miles of 
36-inch pipeline extending from a point near the Austin 
Field storage area in Michigan, to a point on the inter- 
national boundary near St. Clair, Michigan. The second 
segment which must be ready for service by the fall of 1967, 
will consist of approximately 832 
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miles of 36-inch pipeline extending from a point on the 
international boundary near Emerson, Manitoba, to a point 
near the Austin Field storage area where it will connect 
with the first segment. The second segment will also include 
a 10-inch lateral pipeline from an interconnection with the 
36-inch pipeline in Mackinac County, Michigan, extending 
to the twin cities of Sault Ste. Marie, Michigan, and Sault 
Ste. Marie, Ontario. 


Great Lakes proposes to render the following services 
by virtue of its new pipeline system. Commencing in the fall 
of 1966, Great Lakes proposes to receive from Michigan 
Wisconsin Pine Line Company (Michigan Wisconsin), at 
the aforementioned point near the Austin Field storage 
area, for the account of Trans-Canada, a contract demand 
of 113,000 Mef per day and to transport and deliver such 
113,000 Mef per day to Trans-Canada at the international 
boundary near St. Clair, Michigan. In 1967, Great Lakes 
proposes to transport approximately 10 million Mef for the 
account of Michigan Consolidated Gas Company (Michigan 
Consolidated) from the Austin Field storage area to Michi- 
gan Consolidated’s Belle River Mills storage field near St. 
Clair, Michigan. 


Commencing in the fall of 1967, Great Lakes will receive 
63,000 Mef per day from Michigan Wisconsin at the Austin 
Field storage area, for transportation and delivery to 
Trans-Canada at St. Clair. In addition, however, since, by 
the fall of 1967, the 36-inch pipeline will 
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be wholly completed from Emerson, Manitoba, ‘to St. 
Clair, Michigan, Great Lakes will transport for the account 
of Trans-Canada 392,000 Mef per day; 372,000 Mef per day 
is to be delivered at St. Clair and 20,000 Mef per day is to 
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be delivered at Sault Ste. Marie. Also commencing in 1967, 
Great Lakes will purchase from Trans-Canada and sell and 
deliver to Michigan Consolidated at delivery points along 
the new line, a contract demand of 20,000 Mef per day. In 
1968 and 1969 Great Lakes will transport for Michigan Con- 
solidated’s account such volumes as Michigan Consolidated 
may elect, but not less than 8 billion cubic feet nor more 
than 12 billion cubic feet annually, reduced by the amount 
purchased by Michigan Consolidated from Great Lakes at 
the Belle River Mills storage field. 


Commencing in the fall of 1968, Great Lakes will not 
receive gas from Michigan Wisconsin for transportation 
to Trans-Canada, but will transport for the account of 
Trans-Canada 530,000 Mef per day; 507,000 Mef per day is 
to be delivered to Trans-Canada at St. Clair and 23,000 
Mcf per day is to be delivered to Trans-Canada at Sault 
Ste. Marie. Also commencing in the fall of 1968, Great Lakes 


will purchase from Trans-Canada and sell and deliver to 
Michigan Consolidated, a contract demand of 40,000 Mef 
per day. 


Commencing in the fall of 1969, the fourth year of oper- 
ation of the proposed new line, Great Lakes proposes to 
transport for the account 
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of Trans-Canada, a contract demand of 600,000 Mcf per 
day; 574,000 Mef per day to be delivered to Trans-Canada 
at St. Clair and 26,000 Mef per day to be delivered to Trans- 
Canada at Sault Ste. Marie. Also commencing in the fall of 
1969, and each year thereafter over the period of the con- 
tract, Great Lakes proposes to purchase from Trans- 
Canada and sell to Michigan Consolidated at delivery 
points along the Great Lakes pipeline, a contract demand 
of 57,000 Mef per day. 
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Commencing in the fall of 1970, the fifth year of Great 
Lakes’ proposed operations, Great Lakes will transport 
for the account of Trans-Canada a contract demand of 
677,000 Mcf per day, 648,000 Mef per day to be delivered 
at St. Clair and 29,000 Mcf per day to be delivered at 
Sault Ste. Marie. 


Til 


This application to construct and operate a major new 
pipeline system is required by the substantial increase in 
the demand for natural gas on Trans-Canada’s system in 
eastern Ontario and Quebee, occurring from 1966 through 
1971. It will also meet increased natural gas needs of Michi- 
gan Consolidated in its existing market area during this 
period and will provide service to many new communities 
in the eastern portion of the Upper Peninsula of Michigan 
which do not presently enjoy the benefits of natural gas. 

Trans-Canada operates a major natural gas transmission 
pipeline sys- 
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tem in Canada extending from the prolific Canadian gas 
producing fields of Alberta, eastward to the vicinity of 
Montreal, Canada. A portion of the main transmission 
system extends east of Winnipeg across Ontario and into 
Quebec. This section of the line serves eastern Canada, 
including the metropolitan areas of Toronto, Ottawa, and 
Montreal. Trans-Canada will require ever increasing quan- 
tities of gas to supply the eastern Canadian markets. Trans- 
Canada’s willingness to contract with Great Lakes for the 
transportation of its gas to the eastern Canadian markets 
and to the Sault Ste. Marie area is shown by Exhibit I 
attached hereto. 


Michigan Consolidated’s market requirements through 
1971 are set forth in Exhibit I to Michigan Wisconsin’s 
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application filed concurrently herewith and are incorpor- 
ated by reference. Michigan Consolidated has also executed 
a precedent agreement with Great Lakes for the purchase 
of its additional requirements which precedent agreement 
is contained in Exhibit I attached hereto. 


The proposed pipeline for which authorization is sought 
by Great Lakes will provide a more economical means for 
transporting Trans-Canada’s gas from western Canada to 
supply the increasing quantities of natural gas to its east- 
ern Canadian markets than would expansion of Trans- 
Canada’s existing system north of the Great Lakes. The 
Great Lakes project is of immense importance to Trans- 
Canada since it will provide eastern Canada with the gas 
so urgently required to 
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meet the requirements of that region in future years. Trans- 
Canada will be enabled to augment its supplies to eastern 
Canada immediately and before completion of the Great 
Lakes pipeline by the arrangement whereby Michigan Wis- 
consin is to provide Trans-Canada with gas in 1966, in the 
Austin Field area, for transportation by Great Lakes to the 
international boundary at St. Clair. The entire Great Lakes 
pipeline could not be constructed so as to make available 
gas from western Canada before 1967. The economy of 
Trans-Canada’s markets depends upon the supplies of gas 
which will be transported by means of the Great Lakes 
project. 


In addition to providing gas for service by Michigan 
Consolidated to new communities in the Upper Peninsula, 
Great Lakes will also serve a very valuable purpose as an 
auxiliary source of supply for Michigan Consolidated’s pres- 
ent system. The Great Lakes line will cross Michigan Con- 
solidated’s new facilities in the Upper Peninsula north of 
Tron Mountain and, after crossing the Straits of Mackinac, 
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will be within easy economic reach of Michigan Consolli- 
dated’s transmission lines into the northern part of the 
Lower Peninsula of Michigan. In future years Michigan 
Consolidated can readily purchase additional gas for its 
markets in those areas from Great Lakes rather than add- 
ing to its own transmission facilities. This will not only 
save the expense of constructing new facilities but will pro- 
vide a second source of supply as a safety factor in the 
event of line breaks or other emergencies. 


8005 


The Great Lakes line will also provide the source of gas 
from which Michigan Consolidated’s Belle River Mills 
storage field, located close to the terminus of the proposed 
Great Lakes line near St. Clair, Michigan, can be refilled 
during the summer. The Belle River Mills Field is an 
excellent storage reservoir of approximately 40 billion 
eubie feet working storage’ capacity. For the past several 
years gas produced from the Belle River Mills Field has 
been transported to Detroit to meet winter requirements. 
Now, however, the field is being converted to storage, and 
without the Great Lakes line, Michigan Consolidated would 
have to construct a large diameter line from existing pipe- 
line delivery points in order to provide summer injection 
gas. This would involve exceedingly expensive construction, 
since the line would traverse the Metropolitan Detroit area. 

Finally, from the standpoint of the long-range welfare 
of the American Natural Gas Company system and the 
consumers it serves, this project is most important since 
it will make available in the heart of its storage and dis- 
tribution areas large increased gas supplies from Canada 
to meet growing market requirements. 


IV 
Great Lakes will purchase its natural gas supply for the 
sales it proposes to make to Michigan Consolidated from 
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Trans-Canada pursuant to a gas purchase contract in the 
form set forth as part of Exhibit H. Great Lakes will trans- 
port gas for the account of Trans-Canada pur- 
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suant to a gas transportation contract in the form set 
forth as part of Exhibit I. Great Lakes will transport natu- 
ral gas for the account of Michigan Consolidated and sell 
natural gas to Michigan Consolidated pursuant to a gas 
transportation and purchase contract in the form set forth 
as part of Exhibit I. 


‘As shown by Exhibits F and G, the facilities which Great 
Lakes proposes to construct by the fifth year of operation 
will consist of approximately 989 miles of 36-inch pipeline 
and 44 miles of 10-inch pipeline together with 134,700 horse- 
power in compressor facilities at 12 stations. 


The estimated costs of the facilities to be constructed 
pursuant to this application is $211,669,000 as shown in 
Exhibit K. Financing of the project will be accomplished 
through the sale of equal shares of common stock to Trans- 
Canada and American Natural Gas Company in the total 
amount of $34,000,000; the issuance of first mortgage bonds 
in the anount of $145,000,000; interim promissory notes in 
the amount of $24,000,000; and funds generated internally 
as shown in Exhibit L. 


Vv 


Great Lakes is able and willing properly to do the acts 
and perform the service for which application is made here- 
in and in so doing to conform to the provisions of the 
Natural Gas Act and the Rules and Regulations promul- 
gated thereunder. 
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Great Lakes is applying simultaneously for authorizations 


required under Section 3 of the Natural Gas Act and Exec- 
utive Order 10485. 


Trans-Canada has or will apply to the necessary govern- 
mental authorities in Canada to obtain all certificates, li- 
censes, and permits required for it to perform the natural 
gas service undertaken pursuant to its contracts set forth 
in Exhibits H and I. 


Midwestern Gas Transmission Company is concurrently 
filing appropriate applications for authority to import addi- 
tional gas which it will receive from Trans-Canada at the 
international boundary neat Emerson, Manitoba, and to 
transport 113,000 Mef per day of the additional gas for 
resale to Michigan Wisconsin at Marshfield, Wisconsin. 


Michigan Wisconsin is concurrently herewith making appli- 
cation to expand its capacity and to sell 113,000 Mef per day 
during the first year of the proposed operations of Great 
Lakes. Delivery of the gas will be made by Michigan Wis- 
consin to Great Lakes in the Austin Field storage area for 
the account of Trans-Canada, with Great Lakes transport- 
ing and redelivering such gas to Trans-Canada at St. Clair. 


As appears from the contract, Michigan Wisconsin will 
reduce its sales to Trans-Canada at the end of the first year 
(planned for November 1, 1967) to 63,000 Mef per day, and 
one year later will terminate such sales. Thus, commencing 
November 1, 1967, Michigan Wisconsin 
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will have available 50,000 Mef per day to meet in part the 
growing requirements of its markets, and an additional 
63,000 Mef per day a year later. 
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The table of contents below lists all exhibits and docu- 
ments filed with the subject application in compliance with 
Sections 157.5 through 157.14 of the Commission’s Regula- 
tions under the Natural Gas Act. Exhibits are identified 
by their appropriate titles and alphabetical letter designa- 
tions. The alphabetical letter designations strictly adhere 
to those specified in Section 157.14. Omitted data in this 
application is so specified and reasons for omission are 

stated. - 


TABLE OF CONTENTS 
Exhibit A—Articles of Incorporation and Bylaws 
Included as part of this exhibit are corporate agreements 


which will result in certain amendments to the Articles 
of Incorporation and Bylaws. 


Exhibit B—State Authorizations 


Exhibit C—Company Officials 
Exhibit D—Subsidiaries and Affiliation 


Exhibit E—Other Pending Applications and Filings 
There are no other applications and filings by the Appli- 
cant under Sections 1, 3, 4, or 7 of the Natural Gas Act 
except those previously noted on Page 10. 
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CORPORATE AGREEMENT 


Tuts AGREEMENT made as of the 20th day of August, 1965 
BETWEEN: 


Trans-Canapa Pree Lives Lourrep 
a company duly incorporated by 
Special Act of the Parliament 
of Canada 


(hereinafter called ‘“Trans-Canada’’), 
and 


American Natura Gas Company 
a corporation incorporated under 
the laws of the State of Delaware 


(hereinafter called ‘‘ American 
Natural’’). 


WHEREsS: 


(a) Trans-Canada owns and operates a high pressure 
natural gas pipe line system in Canada, extending from the 
Province of Alberta across the Provinces of Saskatchewan, 
Manitoba and Ontario and through a portion of the Prov- 
ince of Quebec to Montreal, with extensions to Emerson, 
Manitoba, and to Niagara Falls and Ottawa, Ontario, and 
is engaged in the business of purchasing, transporting and 
selling natural gas, including the export sales of natural gas 
into the United States of America at Emerson, Manitoba. 
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(b) American Natural is a holding company having 
among its subsidiaries the following corporations: 


(i) Michigan Wisconsin Pipe Line Company (here- 
inafter called ‘‘Michigan Wisconsin’’), a corpora- 
tion incorporated under the laws of the State of 
Delaware which owns and operates a natural gas 
pipe line system extending into the States 
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of Wisconsin and Michigan ; 


Michigan Consolidated Gas Company (hereinafter 
called ‘‘Michigan Consolidated’’), a corporation 
incorporated under the laws of the State of Mich- 


igan which owns and operates natural gas dis- 
tribution systems in a number of municipalities in 
the State of Michigan. 


(ce) Great Lakes Gas Transmission Company (herein- 
after called ‘‘Great Lakes’’) is a corporation incorporated 
under the laws of the State of Delaware by Certificate of 
Incorporation filed in the office of the Secretary of the State 
of Delaware on the thirteenth day of September, 1963, and 
qualified to transact business in the States of Minnesota, 
Wisconsin, Michigan, Ohio and Illinois and has at the date 
of this agreement an authorized capital of 1,000 shares of 
the par value of $1 each amounting in the aggregate to 
$1,000. 


(d) At the date of this agreement, the shares of the cap- 
ital stock of Great Lakes which are issued and outstanding 
are 1,000 shares of the par value of $1 each, all of which 
are held by Alberta Inter-Field Gas Lines Limited (here- 
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inafter called ‘‘Inter-Field’’), a company incorporated un- 
der the laws of the Province of Alberta, and all issued and 
outstanding shares of Inter-Field, other than Director’s 
qualifying shares, are held by Trans-Canada. 


(e) It is proposed that gas purchased and transported 
by Trans-Canada to Emerson, Manitoba, will be trans- 
ported through the pipe line proposed to be constructed by 
Great Lakes from Emerson, Manitoba to Sault Ste. Marie 
and St. Clair, Michigan, for redelivery to Trans-Canada 
and resale by Trans-Canada within Canada, and it is pro- 
posed that Michigan Consolidated will purchase gas from 
Great Lakes at various points in the State of Michigan. 


(f) Trans-Canada and American Natural have agreed 
that they will 
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participate jointly in Great Lakes and in the Project here- 
inafter referred to in accordance with and in the manner 
contemplated by the following provisions of this agreement. 


Now Tis AGREEMENT WirnesseTH that in consideration 
of the premises and the mutual covenants hereinafter con- 
tained the parties agree as follows: 


Definitions: 


1. For purposes of this agreement: 


(a) ‘‘Project’’ means the construction and acquisition 
by Great Lakes of its proposed 36-inch diameter nat- 
ural gas pipe line extending from Emerson, Manitoba, 
Canada through the States of Minnesota, Wisconsin 
and Michigan to the International Boundary near St. 
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Clair, Michigan and its proposed 10-inch diameter pipe 
line extending from said 36-inch line to the Interna- 
tional Boundary at Sault Ste. Marie, Michigan with 
the capacity necessary to permit Great Lakes to per- 
form its obligations under the gas purchase, gas sale 
and transportation contracts to be executed pursuant 
to the precedent agreement referred to in paragraph 5, 
and the term ‘‘Project’’ shall also mean and include 
said contracts and the operation of said pipe line in the 
performance thereof; 


(b) A corporation shall be a ‘‘subsidiary’’ of another 
corporation if more than 50% of the outstanding shares 
of its capital stock having voting rights either abso- 
lutely or conditionally are held by such other corpora- 
tion or by one or more subsidiaries of such other cor- 
poration or by such other corporation and one or more 
of its subsidiaries ; 


(c) A corporation shall be a ‘‘wholly-owned subsidi- 
ary’’ of another 


8045 
Exhibit A 
Schedule 3 
Page 4 of 36 


corporation if all of the outstanding shares of its cap- 
ital stock having voting rights either absolutely or con- 
ditionally (other than directors’ qualifying shares) are 
held by such other corporation of which it is a sub- 
sidiary or by such other corporation and one or more 
of its wholly-owned subsidiaries; 


(d) ‘‘parent’’? with respect to a subsidiary means the 
corporation of which it is a subsidiary; 


(e) All references to dollar amounts are references to 
United States dollars. “ 
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Purpose of Great Lakes: 

2. The parties, recognizing the prime responsibility of 
Great Lakes to transport gas for Trans-Canada to serve 
the expanding eastern Canadian market, agree that in the 
event that from time to time Trans-Canada shall request 
Great Lakes to transport quantities of gas for Trans-Can- 
ada or to purchase from and resell to Trans-Canada quan- 
tities of gas in excess of the maximum daily quantity which 
at the time of any such request Great Lakes is obligated to 
transport for Trans-Canada, Great Lakes shall take all rea- 
sonable steps to provide such additional service, including 
the filing and processing of applications for all necessary 
authorizations. The parties similarly recognize the respon- 
sibility of Great Lakes to transport gas to supply the ex- 
panding markets served by subsidiaries of American 
Natural. 


3. Great Lakes, operating as a natural gas company un- 
der the Natural Gas Act, shall be free, without limitation, 
to take advantage of such opportunities for economic ex- 
pansion of its system and development of its business as 
may be available from time to time. The parties and their 
subsidiaries shall not by reason of this agreement or by 
reason of their participation as stockholders of Great Lakes 
be restricted in any way in the conduct and expansion of 
their respective businesses and undertakings. 
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4. It is the intention of the parties that Great Lakes will 
proceed with the construction of the Project in two stages, 
as follows: 


(a) During the year 1966, Great Lakes will construct 
the 36-inch diameter line from the area of Austin, 
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Michigan to the International Boundary near St. Clair, 
Michigan ; 

(b) During the year 1967, Great Lakes will construct 
the balance of the 36-inch diameter line from Emerson, 
Manitoba, to the area of Austin, Michigan and the 
10-inch diameter pipe line from said 36-inch diameter 
line to the International Boundary at Sault Ste. Marie, 
Michigan. 

5. It is the intention of the parties that concurrently with 
and/or following the execution of this agreement Great 
Lakes will enter into a precedent agreement with Trans- 
Canada, Michigan Wisconsin and Michigan Consolidated 
covering the following gas purchase, gas sale and/or gas 
transportation contracts: 


(a) A transportation contract between Great Lakes 
and Trans-Canada; 


(b) A gas sale contract between Trans-Canada and 
Great Lakes providing for the sale of gas by Trans- 
Canada to Great Lakes; 


(c) A gas transportation and purchase contract be- 
tween Great Lakes and Michigan Consolidated provid- 
ing for the sale of gas by Great Lakes to Michigan 
Consolidated and transportation of gas by Great Lakes 
for Michigan Consolidated ; 


(d) A gas sale contract between Michigan Wisconsin 
and Trans-Canada providing for the sale of gas by 
Michigan Wisconsin to Trans-Canada. 
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6. The parties agree to co-operate with each other and 
with Great Lakes for the purpose of carrying out the Proj- 
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ect by Great Lakes contemplated by the provisions of the 
foregoing paragraphs 4 and 5. The parties agree that 
notwithstanding the provisions of the precedent agreement 
referred to in the foregoing paragraph 5, the said precedent 
agreement and the rights and obligations of the parties 
thereunder shall terminate in the event of termination of 
this agreement and the parties agree that in such event 
they will each take all such steps as may be within their 
power to cause the parties to the said precedent agreement 
to terminate the agreement by mutual consent. 


Shares in Great Lakes: 


7. Unless otherwise agreed by Trans-Canada and Amer- 
ican Natural in writing and subject to the provisions of the 
following paragraphs 9, 10, 11 and 12, at all times during 
the term of this agreement Trans-Canada and American 
Natural shall hold equal numbers cf shares of the capital 


stock of Great Lakes, and in the event that there shall be 
more than one class of shares of the capital stock of Great 
Lakes each of the said parties shall hold an equal number 
of the shares of each class. For purposes of this paragraph 
7 and paragraphs 9, 10, 11 and 12, the term ‘“‘shares of the 
capital stock of Great Lakes’’ shall include any security 
convertible into such shares or any right to purchase or 
acquire such shares. 


8. Trans-Canada will take all such steps as may be neces- 
sary and cause Great Lakes to take such corporate action 
as may be necessary to amend the Certificate of Incorpora- 
tion of Great Lakes to increase the authorized capital of 
Great Lakes to 200 common shares with the par value of 
$100 each, being an aggregate amount of $20,000. Upon 
such amendment to the Certificate of Incorporation becom- 
ing effective, Trans-Canada will cause Inter-Field to sur- 
render its existing 1000 shares of $1 par value common 
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stock of Great Lakes in return for 10 shares of newly au- 
thorized $100 par value common 
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stock and to subscribe for 90 additional shares of such 
stock for a subscription price of $100 per share. Promptly 
upon receipt of authorization from the Securities and Ex- 
change Commission under the Public Utility Holding Com- 
pany Act of 1935, American Natural will subscribe for, and 
Great Lakes will issue to American Natural, 100 shares of 
the capital stock of Great Lakes for a subscription price of 
$100 per share, being an aggregate subscription price of 
$10,000. 


Holding of Shares by Subidiaries: 


9. Notwithstanding any other provisions of this agree- 
ment, the shares of the capital stock of Great Lakes which 
under the terms of this agreement are to be issued to or 
held by either Trans-Canada or American Natural may 
be issued to or held by any one or more wholly-owned sub- 
sidiaries of Trans-Canada or American Natural, as the 
case may be. In the event that Trans-Canada or American 
Natural wishes to have all or any portion of its shares 
issued to or held by a wholly-owned subsidiary in accord- 
ance with the provisions of this paragraph 9, it shall give 
notice to the other party and to Great Lakes and before 
any such issue or transfer of shares shall be carried out the 
subsidiary so designated shall enter into an agreement with 
Trans-Canada and American Natural, satisfactory in form 
and terms to both the said parties, agreeing to be bound by 
all the terms and provisions of this agreement applicable 
to its parent, and the party causing shares of Great Lakes 
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to be assigned or transferred to a subsidiary shall continue 
to be bound by all the terms and provisions of this agree- 
ment. For all purposes of this agreement, reference to 
shares of capital stock of Great Lakes held by either of 
Trans-Canada or American Natural shall mean and include 
shares held by such party directly and shares held by any 
such subsidiary of such party in accordance with the provi- 
sions of this paragraph 9 and shall, in the case of Trans- 
Canada, include all shares held by Inter-Field. Upon the 
execution 
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of this agreement, Trans-Canada will cause Inter-Field to 
enter into an agreement with American Natural and Trans- 
Canada agreeing to be bound by all the terms and provi- 
sions of this agreement applicable to Trans-Canada. Trans- 
Canada and American Natural each agrees that it will not 
permit any of its subsidiaries which holds shares of the 
capital stock of Great Lakes to cease to be a wholly-owned 
subsidiary. The provisons of the following paragraphs 10 
and 11 shall not apply to any transfer of shares between 
Trans-Canada and/or one or more of its wholly-owned 
subsidiaries or American Natural and/or one or more of 
its wholly-owned subsidiaries, and any such transfer may 
be made at any time without the consent of the other party 
to this agreement. 


Purchase and Sale of Shares: 


10. Neither Trans-Canada nor American Natural nor any 
subsidiary of either of them may sell or transfer or other- 
wise dispose of any shares of the capital stock of Great 
Lakes held by it except with the written consent of both 
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Trans-Canada and American Natural or as provided in the 
foregoing paragraph 9, or in accordance with the provisions 
of the following paragraphs 11 and 12 and no shares held 
by either of the parties or by any subsidiary of either of 
the parties may be sold or transferred pursuant to the pro- 
visions of the following paragraph 11 unless all shares held 
by such party and all of its subsidiaries are sold and trans- 
ferred at the same time to a single purchaser at a fixed 
price payable in cash. 


As used herein ‘‘sale, transfer or otherwise dispose”’ 
shall not include any transfer pursuant to a sale or lease 
of all or substantially all of the assets of either party or 
any merger or consideration involving such party, provided 
that any transferee or successor shall, by agreement or 
operation of law, be bound by the terms and provisions of 
this agreement. 


11. In the event that either of Trans-Canada or Amer- 
ican Natural desires to sell or cause to be sold the whole 
of the shares of the capital stock of 
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Great Lakes held by it to a third party for cash, the one of 
Trans-Canada or American Natural which desires to sell 
such shares or cause such shares to be sold (such one of 
Trans-Canada or American Natural being hereinafter in 
this paragraph 11 referred to as the ‘‘Selling Party’’), shall 
first offer such shares for sale to the other of Trans-Canada 
or American Natural (hereinafter in this paragraph 11 re- 
ferred to as the ‘‘Purchasing Party’’) at the same price 
as that provided for in any bona fide offer received by the 
Selling Party for the purchase of such shares of the capital 
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stock of Great Lakes which ‘the Selling Party is prepared 
to accept, in accordance with the following provisions of 
this paragraph 11: 


(a) The Selling Party shall give notice in writing to 
the Purchasing Party stating that the Selling Party 
desires to sell or cause to be sold all of the shares of the 
capital stock of Great Lakes held by the Selling Party 
and specifying the price, stating the party from which 
the said offer has been received and offering the said 
shares to the Purchasing Party pursuant to the provi- 
sions of this paragraph 11 and attaching a copy of the 
said offer received by the Selling Party. The proposed 
sale may by its terms be subject to approval of any 
regulatory authority having jurisdiction. No shares 
may be offered for sale or sold under the provisions of 
this paragraph 11 if the terms of the proposed sale 
by the Selling Party require the proposed purchaser 
to undertake any obligations or liabilities other than 
payment of the purchase price in cash, the filing and 
prosecution of applications for any necessary ap- 
provals of regulatory authorities, and compliance with 
the provisions of this agreement. 


(b) Within 90 days from the receipt of such notice, the 
Purchasing 
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Party shall deliver a notice to the Selling Party stating 
whether or not the Purchasing Party accepts the offer 
of the Selling Party; if the Purchasing Party fails to 
deliver notice within such 90-day period the Purchasing 
Party shall be deemed conclusively to have delivered a 
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notice stating that the Purchasing Party does not ac- 
cept the said offer. 


(c) If the Purchasing Party delivers notice pursuant 
to the provisions of the foregoing subparagraph (b) 
accepting the offer of the Selling Party within the 
90-day period, delivery of such notice shall constitute 
a binding agreement, subject to approval of any regu- 
latory authority having jurisdiction, for the sale by 
the Selling Party or its subsidiary, as the case may be, 
and the purchase by the Purchasing Party of all the 
shares referred to in the notice delivered by the Selling 
Party pursuant to the foregoing subparagraph (a) at 
the price and upon the terms stated therein and upon 
terms whereby such shares shall be transferred with 
good title and free of all encumbrance. 


(d) If the Purchasing Party shall fail to accept the 
offer of the Selling Party within the 90-day period 
stated in the foregoing subparagraph (b), the Selling 
Party shall be freed and discharged, save as herein- 
after stated, from all obligations under the terms of 
this agreement with respect to the sale of the shares 
referred to in the notice delivered by the Selling Party 
pursuant to the foregoing subparagraph (a) and shall 
be free to sell the said shares or cause the said shares 
to be sold to the purchaser and at the price mentioned 
in the notice, but only if the purchaser shall, before 
such sale, have entered into angreement with the Pur- 
chasing 
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Party whereby such purchaser assumes the same obli- 
gations and becomes entitled to the same benefits as 
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the Selling Party under the terms of this agreement. 
In the event that the Selling Party does not com- 
plete such a sale within a period of six months from 
the date upon which the Selling Party gave notice 
to the Purchasing Party of its desire to sell the shares, 
all the provisions of this paragraph shall apply to 
any future sale or offer for sale of any of the shares 
of the capital stock of Great Lakes held by the Selling 
Party. 


(e) The transaction of purchase and sale pursuant to 
the provisions of the foregoing subparagraph (c) shall 
be completed by delivery of the share certificates for 
the shares endorsed in blank and actual registration 
of the transfer of the said shares on the books of 
Great Lakes upon payment of the purchase price by 
the Purchasing Party ‘to the Selling Party in cash 
or by certified or cashier’s check, provided the Selling 
Party shall have delivered the said shares free of all 
encumbrances and with good title thereto. Any such 
transaction shall be closed at such time and place as 
shall be agreed upon by the parties and, in default 
of agreement, at the principal office of Great Lakes 
referred to in paragraph 13 on the 120th day following 
the delivery of notice by the Purchasing Party pur- 
suant to the foregoing subparagraph (c) or, if such 
day shall not be a business day, on the first business 
day thereafter during normal business hours. 


As long as this agreement shall continue in effect the 
following legend shall be written, printed or stamped on 
all certificates for shares of capital stock of Great Lakes: 
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‘<The transfer of the shares of stock represented by 
this certificate is restricted by the terms and con- 
ditions of an agreement dated as of the 20th day of 
August, 1965, between Trans-Canada Pipe Lines Lim- 
ited and American Natural Gas Company. A copy of 
said agreement is on file at the office of Great Lakes 
Gas Transmission Company.’’ 


Pledge of Shares and Rights under this Agreement: 


12. Notwithstanding the provisions of the foregoing para- 
graphs 10 and 11, or any other provisions of this agree- 
ment, Trans-Canada or American Natural or any wholly- 
owned subsidiary thereof which is a stockholder in ac- 
cordance with the provisions of the foregoing paragraph 
9 may assign, pledge and/or motgage its shares of the 
capital stock of Great Lakes and/or its rights under this 
agreement if required to do so under the terms of any 
mortgage, trust indenture or other agreement or any 
amendment thereto now in effect or hereafter executed 
pursuant to which any securities of such stockholder or its 
parent may be issued and outstanding. 


Principal Office of Great Lakes: 


13. The parties agree that, prior to commencement of 
operations of the pipe line system of Great Lakes, Great 
Lakes shall establish its principal business and operating 
office at Detroit or some other place suitable for the conduct 
of the business of Great Lakes and acceptable to both 
parties. 
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Auditors: 

14. The independent auditors for Great Lakes shall con- 
tinue to be Peat, Marwick, Mitchell & Co., until such time 
as such auditors may be changed by the board of directors 
of Great Lakes. 


Certificate of Incorporation and 
By-laws of Great Lakes: 

15. The parties agree that the Certificate of Incorpora- 
tion and the 
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By-laws of Great Lakes shall be amended so that as 
amended the Certificate of Incorporation shall be in the 


terms of Schedule A hereto and the By-laws shall be in the 
terms of Schedule B hereto and Trans-Canada agrees to 
cause such amendments to be made within 60 days after 
execution of this agreement. 


Expenses and Provisions of Funds: 


16. The parties acknowledge that Trans-Canada and 
American Natural, or its subsidiaries, have both incurred 
certain expenses prior to the date hereof with respect to 
the acquisition of franchises and consents and otherwise 
which may be properly allocated to Great Lakes. Each 
party agrees to submit to the other party a statement of 
such expenses by October 1, 1965. 


17. Trans-Canada and American Natural agree that all 
expenses incurred by them or either of them or their sub- 
sidiaries on and after the date hereof which may be 
properly allocated to Great Lakes shall be incurred for 
the account of Great Lakes. Each of the said parties shall 
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keep full and accurate records of all such expenses includ- 
ing those portions of the expenses of each of the parties 
which may be allocated to Great Lakes and within 30 days 
after the close of each calendar month each of Trans- 
Canada and American Natural shall submit to the other 
a statement of all such expenses paid during such preced- 
ing calendar month. 


18. At such time as shall be mutually agreed between 
the parties and Great Lakes, each party and its sub- 
sidiaries shall be reimbursed by Great Lakes for amounts 
expended by such party and such subsidiaries as set forth 
in the foregoing paragraphs 16 and 17 which the party 
which expended such amounts considers may properly be 
chargeable to Great Lakes as a cost of Great Lakes under 
the accounting practices prescribed by the Federal Power 
Commission upon the assignment to Great Lakes of all 
property and rights to which such amounts relate. In 
the event that any amount which has been paid to either 
party or to any subsidiary of either party by Great Lakes 
under 
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this paragraph 18 is disallowed as a proper cost of Great 
Lakes by the Federal Power Commission, or in the event 
that after any such amount has been paid this agreement 
is terminated prior to the execution of the agreements 
referred to in the foregoing paragraph 5, then in either 
event the party which was paid such amount or the sub- 
sidiary of which was paid such amount shall reimburse or 
cause its subsidiary to reimburse Great Lakes for such 
amount upon reassignment of the property and rights if 
any to which such amount relates. 
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19. In the event that this agreement shall terminate 
prior to the execution of the agreements referred to in 
foregoing paragraph 5, a determination shall be made of 
the aggregate amount of the expenses of Trans-Canada and 
of American Natural referred to in the foregoing para- 
graph 17 and which would properly be allocated to Great 
Lakes as a cost of Great Lakes under the accounting prac- 
tices prescribed by the Federal Power Commission (includ- 
ing any amount of expenses referred to in the foregoing 
paragraph 17 which by reason of termination of this agree- 
ment either party has reimbursed to Great Lakes as pro- 
vided in the foregoing paragraph 18) and each of Trans- 
Canada and American Natural shall bear one-half of the 
aggregate of such expenses. In the event that the amount 
of the expenses of one party shall exceed the amount of 
expenses of the other party, one-half of such excess shall 
be paid by such other party within ninety days after the 
end of the last month prior to termination of this agreement. 


Arbitration: 


20. In the event that any dispute, difference or question 
arises between the parties hereto as to the meaning or 
interpretation of any provision of this agreement or as to 
the performance by either party of its obligations here- 
under, whether before or after the termination of this 
agreement, and upon which the parties cannot agree, then 
every such dispute, 
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difference or question shall be referred to arbitration in 
accordance with the provisions of the following paragraph 
21. No action may be brought by either party with re- 
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spect to any such matter but the same shall be determined 
only by arbitration. 


21. Hither party to this agreement wishing to submit a 
dispute, difference or question to arbitration as provided in 
the foregoing paragraph 20 or in the following paragraph 
22 shall do so by giving notice of arbitration to the other 
party, setting out in such notice the dispute, difference 
or question to be determined by arbitration. Upon receipt 
of such notice by the other party the two parties shall 
proceed to appoint a single arbitrator. If the parties do 
not agree upon the appointment of a single arbitrator 
within 20 days after the receipt of notice of arbitration by 
the party to whom such notice is given or within such 
greater period of time as the parties may agree in writing, 
either party may appoint an arbitrator and give notice to 
the other party of the appointment of such arbitrator. The 
party receiving such notice within 20 days thereafter 
shall appoint a second arbitrator; if such party fails to 
name a second arbitrator within the said period of 20 
days, a second arbitrator may be appointed by the other 
party. The two arbitrators so appointed shall appoint 
a third arbitrator. If the two arbitrators are unable to 
agree as to the third arbitrator, either party may request 
the Chief Justice of the Supreme Court of Ontario or the 
Senior Federal District Judge of the United States Dis- 
trict Court, Eastern District of Michigan, to appoint a third 
arbitrator and the person so appointed by the Chief Justice 
of Ontario or by the Senior Federal District Judge of 
the United States District Court, Eastern District of Michi- 
gan, shall be the third arbitrator; if arbitration proceed- 
ings pursuant to the provisions of this paragraph 21 have 
been commenced by Trans-Canada, any request pursuant to 
the provisions of this sentence shall be made only to 
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the Senior Federal District Judge of the United States 
District Court, Eastern District of Michigan and if arbi- 
tration proceedings have been so commenced by American 
Natural any such request shall be made only to the Chief 
Justice of Ontario. The decision of the single arbitrator, 
if one has been appointed, or of any two of the three 
arbitrators, if there shall have been three arbitrators ap- 
pointed, shall be final and binding on the parties, and the 
parties agree that judgment on the arbitrator’s award may 
be entered by any circuit court of the State of Michigan 
or by any other court of competent jurisdiction. Except 
as otherwise provided herein or required by law, the arbi- 
tration shall be conducted under the rules of the American 
Arbitration Association. 


22. In the event that any question is submitted to or 
comes before the board of directors of Great Lakes within 
any of the classes of decisions described as ‘‘special direc- 
tors’ powers”’ in section 3 of Article ILI of the By-laws of 
Great Lakes in the form attached hereto as Schedule B 
and in the event that such question is not determined by 
a unanimous negative vote or a unanimous affirmative vote 
of all directors present at the meeting at which such ques- 
tion arises, then either Trans-Canada or American Natural 
may give to the other notice that the first party desires 
to secure the agreement of the other party to such matter, 
specifying the matter upon which agreement is desired and 
specifying the period of time within which such party de- 
sires that agreement shall be reached. If agreement has 
not been reached within the time specified in the said notice, 
either party may give notice to the other party of sub- 
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mission of such matter to arbitration and thereafter such 
matter shall be determined by arbitration conducted in 
the manner provided in the foregoing paragraph 21. The 
arbitrators shall consider and determine the matter referred 
to them and shall be guided in their decision by the in- 
terests of Great Lakes as a corporation. Upon any de- 
cision by the arbitrators 
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with respect to any matter referred to arbitration pursuant 
to the provisions of this paragraph 22, Trans-Canada and 
American Natural shall use their best efforts and take 
all such steps as may be within their power to ensure that 
the course of action determined by the arbitrators is 
carried out by Great Lakes. The parties agree that judg- 
ment on the arbitrator’s award may be entered by any 


cireuit court of the State of Michigan or by any other court 
of competent jurisdiction. 


Performance of Agreement: 


23. Trans-Canada and American Natural agree that each 
of them and each of their subsidiaries which is a stock- 
holder of Great Lakes will at all times vote as stockholders 
of Great Lakes and take all other steps within their power 
that may be necessary in order to ensure that the terms 
of this agreement shall be carried out and observed by 
Great Lakes and for the purpose of carrying out the 
intent and purposes of this agreement. 


Term of Agreement: 


24. This agreement shall terminate upon the happening 
of any of the following events: 


(a) In the event of termination of the precedent agree- 
ment referred to in the foregoing paragraph 5 prior 
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to the execution of the agreements referred to in sub- 
paragraphs (a) through (d) of said paragraph 5; 


(b) If at any time the shares of the capital stock of 
Great Lakes cease to be held equally by two parties 
and/or their respective wholly-owned subsidiaries 
which are bound by the terms and conditions of this 
agreement, whether such parties be Trans-Canada and 
American Natural or any successor of either of them. 
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Regulatory Approval: 


25. This agreement and all of the duties and obligations 
of the parties hereunder shall be subject to the laws of 
all jurisdictions to which the parties or any of their sub- 
sidiaries which hold shares of the capital stock of Great 
Lakes are subject and to all valid rules and regulations 
of any and all regulatory authorities having jurisdiction 
over either or both of the parties or such subsidiaries. 


Notice: 

26. Any notice for purposes of this agreement shall be 
deemed to have been sufficiently given or submitted and 
any statement shall be deemed to have been sufficiently 
rendered and delivered if sent by prepaid registered mail 
addressed to the parties to the attention of the President, 
as follows: 

(a) To Trans-Canada at 150 Eglinton Avenue East, 
Toronto, Ontario, Canada; 


(b) To American Natural ¢/o American Natural Gas 
Service Company at One Woodward Avenue, 
Detroit, Michigan 48226, U.S.A.; 
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or to the parties at such other address as one party may 
notify to the other party for the purpose of this agreement. 
Notice given as aforesaid shall be deemed to have been 
received upon the third day following the day upon which 
such notice was mailed within Canada or the United States 
of America. 


Successors Bound: 


97. Except as permitted by the foregoing paragraph 12, 
this agreement may not be assigned by any party without 
the consent of the other party. Subject to the foregoing, 
this agreement shall be binding upon and enure to the 
benefit of the parties hereto and their respective successors 
and assigns. 
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Ix Wrrxess Wxereor the parties have hereunto affixed 
their corporate seals attested by the signature of their 
proper officers duly authorized for such purpose. 


Trans-Canapa Prre Lines Limtrep 


By: (illegible) 
Vice President 
G. M. Jonnston 
Secretary 


American Natura, Gas Company 


By: F. W. SHarp 
Vice President 
Attest: 


Cartes A. ProxMouR 
Ass’t Secretary 


(Seav) 
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SCHEDULE B 


referred to in the foregoing agreement dated as of the 
20th day of August, 1965 between Trans-Canada Pipe 
Lines Limited and American Natural Gas Company 


Great Laxes Gas Transmission ComPary 
BY-LAWS 
(As amended September , 1965) 
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ARTICLE II 
Drmecrors 


Section 1. The number of directors which shall con- 
stitute the whole board shall be ten. The directors shall 
be elected at the annual meeting of the stockholders, ex- 
cept as provided in Section 2 of this Article, and each di- 
rector elected shall hold office until his successor is elected 
and qualified. Directors need not be stockholders. 


Section 2. Vacancies and newly created directorships 
resulting from any increase in the authorized number of 
directors may be filled by the unanimous vote of not less 
than six of the directors then in office and the directors 
so chosen shall hold office until their successsors are duly 
elected and shall qualify; provided that if any vacancy or 
newly created directorship has not been filled within 10 


520 


(8070) 


days of its occurrence, a special meeting of stockholders 
shall be called by the secretary or may be called by the 
holders of 25% or more of the shares of capital stock of 
the corporation issued and outstanding to be held not less 
than ten nor more than twenty days after the call of 
such meeting for the purpose of electing the whole board 
of directors. The term of all directors in office at the 
time of any such vacancy or increase shall terminate when 
their respective successors shall have been elected at such 
special meeting of stockholders. 


Section 3. The business of the corporation shall be man- 
aged by its board of directors which may exercise all such 
powers of the corporation and do all such lawful acts and 
things as are not by statute or by the certificate of in- 
corporation or by these by-laws directed or required to 
be exercised or done by the stockholders. Without limiting 
the power of the board of directors to manage the cor- 


poration as established by these by-laws, by the certificate 
of incorporation or by statute and without limiting any 
powers of stockholders likewise established, the corpora- 
tion shall not take any action with respect to any of the 
following matters (hereinafter called ‘‘special directors’ 
powers’’) without the approval of the board of directors 
in accordance with these by-laws: 


8070 
Exhibit A 
Schedule 3 
Page 29 of 36 


1. Any change in rate schedules in effect or proposed 
at any time; 


2. Execution of any gas purchase, gas sale or transpor- 
tation contract; 
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3. Any construction project or the execution of any 
construction contract which involve expenditures or 
commitments by the corporation in excess of $500,00; 


4. Determination of any tax or accounting policy; 


5. Arrangements for insurance, applications for in- 
surance policies and authorization of insurance con- 
tracts with respect to any property of the corporation; 


6. All matters relating to the financing and refinancing 
of the corporation and the authorization, issue and/or 
sale of any securities of the corporation, including any 
such securities held in the corporation’s treasury, and 
the creation of any lien on or security interest in 
any of the assets of the corporation in connection 
therewith; provided that the corporation may, in the 
normal course of business, borrow on an unsecured 
basis from commercial banks up to $1,000,000 at any 
one time outstanding without the approval of the 
board of directors as herein required; 


7. The grant of any stock bonuses or stock options 
or other arrangements for the sale of stock to officers 
or employees, all employee pension or other benefit 
plans and arrangements; 


8. Declaration and payment of dividends or the re- 
demption or purchase of shares or other outstanding 
securities of the corporation or any distribution of 
surplus or other assets of the corporation; 


9. Appointment or retaining of counsel, independent 
auditors and consultants; 


10. The filing of any application or other request for 
authority (including any material amendments thereto) 
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with any governmental authority with respect to any 
of the foregoing including 


(a) Any application for, or proceeding with re- 
spect to, obtaining any certificate of public con- 
venience and necessity or other certificate of au- 
thority from the Federal Power Commission or 
from any other governmental authority having 
jurisdiction over the corporation, its business or 
assets, 
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(b) Any application to the Federal Power Com- 
mission or any other governmental authority hav- 
ing jurisdiction for any increase, decrease or 
other change in the corporation’s rates or other 
tariff provisions, and 


(ce) Any application, declaration or registration 
statement to be filed with the Securities and Ex- 
change Commission. 


11. Any suit, appeal or other court proceeding in 
connection with any of the foregoing. 


8121 
PRECEDENT AGREEMENT 


This contract, to be called a “Precedent Agreement,” is 
made as of the 24th day of September, 1965, by and be- 
tween Great Laxes Gas TransMIssion Company, a Delaware 
corporation, herein sometimes called “Great Lakes”, Micx- 
ican Wisconsin Prez Line Company, a Delaware corpora- 
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tion, herein sometimes called “Michigan Wisconsin”, Micu- 
1GAN Consotipatep Gas Company, a Michigan corporation, 
herein sometimes called “Michigan Consolidated”, and 
Trans-Canapa Pire Lives Liuirep, a Canadian corporation, 
herein sometimes called “Trans-Canada”, pursuant to the 
following recitals and representations: 


WITNESSETH: 


Wuereas, Trans-Canada owns and operates a natural gas 
transmission pipe line system in Canada extending from the 
Province of Alberta to Eastern Canada, with a branch line 
to a point on the United States-Canadian International 
Boundary near Emerson, Manitoba, where it exports and 
sells natural gas to Midwestern Gas Transmission Com- 
pany, herein sometimes called “Midwestern”, and 


Wuereas, Midwestern owns and operates a natural gas 
transmission system, of which the northern segment ex- 
tends from its interconnection with Trans-Canada at Emer- 
son, Manitoba, to an interconnection with Michigan Wiscon- 
sin at Marshfield, Wisconsin; and 


Wuenreas, Michigan Wisconsin owns and operates a nat- 
ural gas transmission system which extends from sources 
of supply in Texas and Oklahoma into Michigan and Wis- 
consin, the Wisconsin branch of its system connecting with 
the facilities of Midwestern at Marshfield and the Michigan 
branch extending to the Austin storage field area in west- 
central Michigan; and 


Wnereas, Michigan Consolidated is a gas distributing 
company operating transmission and distribution facilities 
in numerous cities and towns in Michigan; and 
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Wuereas, Great Lakes proposes to construct a natural 
gas transmission system from an interconnection with 
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Trans-Canada on the United States-Canadian International 
Boundary near Emerson, Manitoba, across the states of 
Minnesota, Wisconsin and Michigan to points on the United 
States-Canadian International Boundary near Sault Ste. 
Marie and Sarnia, Ontario, with an interconnection with 
Michigan Wisconsin’s system in the Austin storage field 
area; 


Now THEREFORE, in consideration of the mutual covenants 
herein assumed, Trans-Canada, Great Lakes, Michigan 
Wisconsin and Michigan Consolidated agree as follows: 


1. Great Lakes shall apply for, if it has not heretofore 
done so, and thereafter seek with due diligence to obtain 
such certificates, licenses and permits as are necessary to 
authorize Great Lakes (1) to receive, transport and re- 
deliver for the account of Trans-Canada the quantities of 
natural gas contemplated by the form of contract attached 
hereto as Exhibit A under the terms and conditions thereof; 
(2) to purchase from Trans-Canada the quantities of nat- 
ural gas contemplated by the form of contract attached 
hereto as Exhibit B under the terms and conditions thereof; 
and (3) to sell to and transport for Michigan Consolidated 
the quantities of natural gas contemplated by the form 
of contract attached hereto as Exhibit C under the terms 
and conditions thereof. 


2. Trans-Canada shall apply for, if it has not heretofore 
done so, and thereafter seek with due diligence to obtain 
such certificates, licenses and permits as are necessary to 
authorize Trans-Canada (1) to deliver to and receive from 
Great Lakes the quantities of natural gas contemplated by 
the form of contract atttached hereto as Exhibit A under 
the terms and conditions thereof; (2) to sell and deliver 
to Great Lakes the quantities of natural gas contemplated 
by the form of contract attached hereto as Exhibit B under 
the terms and conditions thereof; and (3) to sell and de- 
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liver to Midwestern at Emerson, Manitoba, an additional 
contract demand of not less than 113,000Mcf per day plus 
fuel and losses under 


8123 


the same terms and conditions as those set forth in Exhibit 
B attached hereto upon receipt of Midwestern’s agreement 
to purchase such volume. 


3. Michigan Wisconsin shall apply for, if it has not here- 
tofore done so, and thereafter seek with due diligence to 
obtain such certificates, licenses and permits as are neces- 
sary to authorize Michigan Wisconsin (1) to sell and de- 
liver to Trans-Canada the quantities of natural gas con- 
templated by the form of contract attached hereto as Ex- 
hibit D under the terms and conditions thereof; and (2) 
to purchase and receive from Midwestern at Marshfield, 
Wisconsin, an additional contract demand of 113,000 Mef 
under the terms and conditions of Midwestern’s F.P.C. rate 
schedule applicable thereto upon receipt of Midwestern’s 
agreement to sell such volume. 


4. If, by or before June 1, 1966, any party hereto has not 
obtained all certificates, licenses and permits required for 
it to perform its obligations under the forms of contracts 
attached hereto as Exhibits A to D inclusive, or if Mid- 
western has not obtained all certificates, licenses and per- 
mits necessary to purchase and receive from Trans-Canada 
and sell and deliver to Michigan Wisconsin an additional 
eontract demand of 113,000 Mef, then any party may, at its 
option, terminate this Agreement by giving thirty (30) 
days’ advance written notice of termination to each of the 
other parties. 


If any of the parties gives a notice of termination per- 
mitted by the next preceding paragraph, and at the expira- 
tion of the thirty (30) day period following the giving of 
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such notice all such certificates, licenses and permits have 
not been granted to or obtained by all parties and Mid- 
western, this Agreement shall terminate. Upon termination 
of this Agreement under this Section 4, all parties shall be 
released from all obligations hereunder. 

5. Within thirty (30) days after receipt of final certifi- 
eates, licenses and permits deemed requisite and satis- 
factory to, for and by all of the parties hereto for the 
construction and operation of the necessary facilities and 
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for the performance of the sale, purchase and transporta- 
tion services contemplated by the contracts attached here- 
to as Exhibits A to D inclusive and upon acceptance by 
Midwestern of a certificate authorizing the construction and 
operation of the necessary facilities and the purchase 
from Trans-Canada and sale to Michigan Wisconsin of 
113,000 Mef per day of additional contract demand, (1) 
Great Lakes and Trans-Canada will execute and deliver 
contracts in the form attached hereto as Exhibits A and 
B respectively, with such changes therein as Great Lakes 
and Trans-Canada may agree upon; (2) Great Lakes and 
Michigan Consolidated will execute and deliver a contract 
in the form attached hereto as Exhibit C with such changes 
therein as Great Lakes and Michigan Consolidated may 
agree upon; and (3) Trans-Canada and Michigan Wiscon- 
sin will execute and deliver a contract in the form at- 
tached hereto as Exhibit D with such changes as Trans- 
Canada and Michigan Wisconsin may agree upon. 


6. Notices under this Agreement shall be sent to the 
following addresses: 


Great Lakes—1411 K Street, N. W., Washington, D. C. 
Trans-Canada—150 Eglinton Avenue East, Toronto 12, 
Ontario, Canada 


527 


(8124) 


Michigan Wisconsin—One Woodward Avenue, Detroit 
26, Michigan 


Michigan Consolidated—One Woodward Avenue, De- 
troit 26, Michigan 


Copies of each notice sent to any party shall be sent to 
every other party. Any party may change its address under 
this section by written notice to the other parties. Notices 
given hereunder shall be deemed to have been effectively 
given upon the third day following the day when the notice 
and copies to all other parties, properly addressed, post- 
paid, have been placed in the United States or Canadian 
mails. 

7. Any company which shall sueceed by purchase, merger 
or consolidation to the properties, substantially as an en- 
tirety, of any of the parties hereto shall be entitled to the 
rights and shall be subject to the obligations of its prede- 
cessor in title to this Agreement. Any party may, without 
relieving itself of its obligations under this Agreement, 
assign any of its rights and obligations hereunder 
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to a corporation with which it is affiliated at the time of 
such assignment. Otherwise, no assignment of this Agree- 
ment or any of its rights or obligations hereunder shall 
be made by any party without the writtten consent of the 
other parties first obtained. It is agreed, however, that the 
provisions of this section shall not in any way prevent any 
party from pledging or mortgaging its rights hereunder 
as security for its indebtedness. This Agreement shall be 
binding upon, and inure to the benefit of, the respective 
Successors and assigns of the parties hereto. 


Is Wrirness Wuereor, the parties have caused these 
presents to be executed in duplicate and their corporate 
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seals to be hereunto affixed and attested by the hands of 
their proper officers duly authorized in that behalf, the 
day and year first above written. 
Great Lakes Gas Transmission Company 
By /s/ E. H. Holstead 
Vice President 
Trans-Canada Pipe Lines Limited 
By /s/ N. John MeNeill 
Vice President 
By /s/ D. N. Johnston 
Secretary 
(C.8.) 
Attest: 
/s/ N. John MeNeill 
Secretary 
(C.S.) 


Michigan Wisconsin Pipe Line Company 
/s/ Wilber H. Mack : 

Executive Vice President 

Michigan Consolidated Gas Company 


/s/ Hugh C. Daly 
Executive Vice President 
Attest: 
/s/ C.J. McInerney 
Secretary 
(C.S.) 


Attest: 
/s/ E. G. Reynolds 
Secretary 

(C.S.) 


GREAT LAKES GAS TRANSMISSION COMPANY 
SUMMARY OF ESTIMATED CONSTRUCTION COST 


DESCRIPTION 


36" Mainiing, Section 1 - 110,05 Mileo $13,190 
36" Maintine, Section 2 - 99,30 Mileo 13,411 
34" Malaline, Section } = 101.10 Miles 17,305 
36" Mainline, Section 4 - 102, 05 Miles 44,303 
26" Mainline, Section 5 = 111.05 Miles 47,003 
24" Mainline, Section 6 = 116.65 Miles 17,71 
34" Mainline, Section 7 = 60.60 Miles 10,141 10,118 
24" Mainline, Section © = 92.25 Miles 13,078 13,070 
36" Mainline, Section 9A = 41.50 Miles 6.471 
36" Mainline, Section 9B = 48.55 Miles 

36" Mainline, Section 10 = 108.60 Miles 

SHraite of Machinac Crossing = Dual 24" = 4.55 Miles 

&H. Clair River Crossing » Dual 24" = 0.20 Miles (U.S. A.) 


TOTAL MAINLINE COST 


10" Laveral, Section 11 + 43.65 Miles 
ih. Marye River Croceing = Single 10” = 0.35 Miles (U. S.A.) 


TOTAL 800 LATERAL COST 


13, 600 MP Reciprocating Geo Engine Station 


10,200 KP Reciprocating Gee Engine Station 


5,500 KP Reciprocating Gas Engine Addition 
3,400 HP Reciprocating Cas Engine Addition 
13,000 MP Centrifugal Turbine Station 
6,900 MP Centrifugal Turbine mation 


Land-in- Fee tor Compressor Sration Sites 


TOTAL COMPRESSOR STATION COST 


Measuring Stations 
District Operation and Maintenance ation 
Dispatching Comter 

Communications Facilition 

‘Undiotributed Coote 


TOTAL DIRECT COST 


ORGANIZATION'AND MANAGEMENT (1, %) 

ENGINEERING AND SUPERVISION = (4%) 

CONTINGENCIES: Om) 
Sub- Toul 

INTEREST DURING CONSTRUCTION® 

TOTAL PROJECT COST $161,778 


ADC @ M% for Years | and 2 and @ 1. Mb for Year 3 and later. 


SCHEOULE NO. 2 PAGE i OF_o4 


on ~s 


BEST COPY AVAILABLE 
from the original bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


UNIT 
Tew QUANTITY MATERIAL INSTALLATION) MATERIAL 
RIGHT-OF-WAY AND DAMAGES: 172,700 
SURVEY AMD MAPPING 134,900 
PIPE 
36" = 0, 406" X60, Type A . 10, 026, 400 
36" = 0, 300" X60, Type B ‘ 266, 300 
36" m0, 999" X60, Type C 26,900 
34" 00. S62" X60, Rivers . 4,000 
TOTAL PIPE COsT ! 10, 323,200 13,496, 300 
COAT AND WRAP 30, 100 330, 100 
INTERNAL COATING . 204, 900 204, 900 
ROAD AND RAILROAD CASED CROSSINGS 
40” = 0, 438" Caving, Reade 
42" 00.438" Casing, Railroads 
Casing Fittings, Roads 
Caming Fittings, Railroads 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WEIGHTS 
Weights for 36” 4 0.406" Pipe 
Weights for 36" 0, S62" Prpe 
Weights at Drain Ditches 
TOTAL CONCRETE WEIGHT COST 


MAINLINE APPURTENANCES 


| | 
Mainline Valves 25, 200, 00 | 


Dual Scraper Traps 143, 200. 00 
Bangle Scraper Trap w/Sta. Side Valves 106, $00. 00 
Cathodic Toot Stations | 41.00 


Cround Markers 6.25 | 


Aerial Marhere 
TOTAL APPURTENANCES COST 
YIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA) $11,278, 600 


Je" MAINLINE, SECTION | - 110.85 MILES SCHEDULE NO. 
(netalled for Year 2) 


BEST COP 
from the origi 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


RIONT-OF-WAY AMD DAMAGES 
SURVEY AND MAPPING 
vrE 
36" m0. 406" X80, Type A 
34” 0 0, 900" X80, Type B 
26" 40.999" X80, Type 
36" 1 0, 942" X60, Rivers 
TOTAL PIPE COST 
COAT AND WRAP 
INTERNAL COATING 
ROAD AND RAILROAD CASED CROSSINGS 
40" 0.438" Casing, Reade 
42” 9 0.438" Casing, Railroads 
Casing Fittings, Reade 
Caving Fittings, Raiiresde 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WKGHTS 


Weights tor 36 » 0,406" Pipe 
Weights for 36" 0.542" Pipe 
TOTAL CONCRETE WEIGHT COST 
MAINLINE APPURTENANCES 


Mainline Valves 25,200, 00 


Dual Scraper Trape 143, 200. 00 


Cathodic Toot Seations 41, 00 | 


Cround Markers oa 
Aerial Marhere 
TOTAL APPURTENANCES COST 
FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA) $9,110, 200 


36" MAINLINE, SECTION 2 - 09, 30 MILES SCHEDULE NO. 
(Unowlled for Year 2) 


par Ew 


Y AVAILABLE 
nal bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 


CONSTRUCTION COST ESTIMATE 


unit (AMOUNT AMOUNT 
QUANTITY MATERIAL MATERIAL |INSTALLATION 


34" m0. 406" X60, Type A 
36" 5 0,300" X60, Type B 
36" w 0. 599" X60, Type C 
36" 0 0. 542" X60, Rivers 


TOTAL PIPE COST 


COAT AND WRAP 
INTERNAL COATING 
ROAD AND RAILROAD CASED CROSSINGS 


40” 4 0.438" Casing, Roade 


42" 0 0.438" Casing, Ratiroads 
Casing Fittings, Roads 
Caving Fittings, Railroads 
TOTAL CASED CROSSINGS COST 
CONCRETE WEIGHTS 
Weights for 36" » 0. 406" Pipe 
Weignte for 36” x 0, 562" Pipe 
Coating Weight for 36" w 0, 406" Pipe 
TOTAL CONCRETE WEIGHTS COST 
MAINLINE APPURTENANCES 
Mainline Valves 


Dual Scraper Trape 


Cathodic Toot Stations 
Ground Marhere 
Aerial Markers 
TOTAL APPURTENANCES COST 


FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA) 


PROJECT. 36" MAINLINE, SECTION } - 101.10 MILES . SCHEDULE NO. . 


(neulled tor Year z) 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


QUANTITY WWSTALLATION| MATERIAL 
RUGMT-OF-WAY AMD DAMAGES 
SURVEY AND MAPPING 
re 
34" 5 0,406" X60, Type A 
34" 5 0,300" X60, Type B 
36" w 0.593" X60, Type ¢ 
36" 5 0, 962" X60, Rivero 
TOTAL PIPE COST | 3,109, 100 
COAT AND WRAP 


INTERNAL COATING 


ROAD AND RAILROAD CASED CROSSINGS 
40" 4 0.438" Casing, Roads 
42" 5 0,430" Casing, Railroads 
Casing Fittings, Roads 
Casing Fittings, Railroads 


TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WKOCHTS 
Weights tor 36" » 0,406" Pipe 
Weights for 36" x 0.562" Pipe 
TOTAL CONCRETE WEIGHTS COST 
MAINLINE APPURTENANCES 
Mainline Valves 25,200, 00 
Dual Scraper Traps 143, 200, 00 


6.25 


TOTAL APPURTENANCES COST 
FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (WISCONSIN) $10, 222,200 


PROJECT. 36" MAINLINE, SECTION 4 - 102,85 MILES SCHEDULE NO. 7 
(Installed for Year 2) 


AVAILABLE 
| bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


RIGHT-OF-WAY AMD DAMAGES 
SURVEY AND MAPPING 
POE 
26" 5 0,406" X80, Type A 
26" 40.300" X60, Type B 
36” 5 0,399" X60, Type C 
26" 5 0,562" X40, Rivers 
‘TOTAL PIPE CosT 
COAT AND WRAP 
INTERNAL COATING 
ROAD AND RAILROAD CASED CROSSINGS 
40” 5 0.438" Casing, Reade 
408" Casing, Railroads 
Casing Fittings, Reads 
Caning Fittings, Railroads 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WEIGHTS 
Weights for 36" = 0.406" Pipe 
Weights for 36" 2 0.542" Pipe 
TOTAL CONCRETE WRONTS COST 
MAINLINE APPURTEMANCES 
Mainline Valves 26,200, 00 
Deal Scraper Traps 148, 990, 00 
Crownd Markers 6.30 


Aerial Marhere 47,00 


TOTAL APPURTENANCES COST 
FIELD ENGINEERING AMD INSPECTION 


TOTAL DERECT COST (MICHIGAN) 


PROJECT 208 MADE INE SBCTION 9 131-08 MES SCHEOULE NO.__® 
Cnetalled for Year 2) 


BEST COPY 
from the origin, 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


© UNIT | UNIT | AMOUNT AMOUNT 
| 
orc UNIT | MATERIAL INSTALLATION, MATERIAL |INSTALLATION. 


| | 


RIGNT-OF-WAY AND DAMAGES 
GURVET AMD MAPPING 
ror 
20" 2 0,406" X60, Type A | leteretves! 
34" 6 0,00" X60, Type B . 72,400) 
36" 2 0.593" X60, Type C 
36" 0, 342" X60, Rivers | 
TOTAL PIPE Cost | | | 15, 318, 300 
COAT AND WRAP sis.oiz | 261,900 
INTERNAL COATING 615,912 227,900 
ROAD AND RAILROAD CROSSINGS 


40" 0,438" Casing, Roads 
42" = 0,438" Casing, Ratironds 
Casing Fittings, Reade 
Casing Fittings, Railroads 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WEIGHTS 
Woighte for 36" m 0.406" Pipe 
Weights for 36" = 0.562" Pipe 
TOTAL CONCRETE WEIGHTS COST 
MAINLINE APPURTENANCES 
Mainline Valves 
Dual Scraper Traps 
Cathodic Toot Stations 
Crowd Markers 
Aerial Markers 
TOTAL APPURTENANCES COST 
FIELD ENGINEERING AND INSPECTION 


375, 100 


198, 900 


TOTAL DIRECT COST (MICHIGAN) | . 35, 763, 600| $17,730, 600 


| stacivdes Michigan Sales Tax 4% 
eos 


« 


PROJECT___6" MAINLINE, SECTIOI —S—————— SCHEDULE NO. 2 


(neralied for Year 2) 


wie Yat 


AVAILABLE 
i bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 


CONSTRUCTION COST ESTIMATE 


* UNIT UNIT * AMOUNT AMOUNT 
QUANTITY | UNIT INSTALLATION] MATERIAL INSTALLATION] TOTAL Te 
19,992 ry 70) $ $52,400 52,400 LN 
2 | SURVEY AND MAPPING 75,900 75,900 L 
s | pre zs 
(a) | 36" 4 0, 406" X60, Type A 317,048 | Feet 17.93 7.93] 5,684,700 2,520,500 . 
o eo" = 0.500" X60, Type B 1,920 Feet Piredi a) 42,100 15, 300 4 
ter | Y6" 0.599" X60, Type C 1,000 | Feet 27.0% | 7.95 27,100 | 000 | 
| TOTAL PIPE Cost | | | 5,753,900 | 2,543,000 | 8,297, 700 r 
« COAT AND WRAP 219,908 | Feet o.se7 | 187, 800 187,800 ( 
* | INTERNAL COATING U9, 968 | Feet ox | 118, 400 118, 400 
°. | ROAD AND RAILROAD CASED CROSSINGS | | oo 
| 40" 6 0. 438" Casing. Rosado | 729 | Feet 20.15 | 40. 00| 14,700 29,200 % 
ww | 42" 0 0.438" Casing, Railroads | un | Feet air | 42. 00) 2,300 4,700 6. 
te) | Cacing Fittings, Roads | s Each 184,00 1,300 > \ 
to | Casing Fitunge, Railroads 1 | Each 230.00 08 eK ( 
| TOTAL CASED CROSSINGS COST 18,000 33.900 42,700 ( 
>. | concarte pire wears i ( 
ow | nt for 36" w 0. 406" Pipe 55,760 | Feet 16.02 099,300 093, 00 
a MAINLINE APPURTENANC ES ? A 
() Mainline Valves 2 | Excn | 26,200.00 4,100, 00) 32,400 16,200 ( 
| oo Dual Scraper Trape 1 Tach 148, 900, 09 48, 000, 00) 148, 900 48,000 ‘ 
«) Single Scraper Trap ~/Dval 24" Take-Otfe 1 Keach $7, 600,00 28, 300, 00) 37,600 28,300 
(ay Cathodic Teot Station a | iach 43.00 00 . 
( Ground Markers so | tach 6.50 400 ( 
) Aerial Markers 0 | Each 47.00 2,000 —— ( 
TOTAL APPURTENANCES COST 262,600 92,700 355, 300 r 
+ FIELD ENGINEERING AND INSPECTION 77,200 77,200 ‘ 
10. TOTAL DIRECT COST (MICHIGAN) 341,500 | $3,769,200 | $10, 110, 700 
‘ 
* 
10. 
“Includes Michigan Sales Tax 4% 


36" MAINLINE, SECTION 7 ~ 60.60 MILES 
(notalled for Year 2) 


PROJECT. SCHEDULE NO. 10. 


BEST COPY AVAII 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


QUANTITY 


34" = 0,406" X60, Type A 4,631, 000 


» 26" 00, 300" X00, Type B 5,060 | Feet 21.9% 00] 111,160 4,400 
Q 34" w 0,599" X60, Type C 1,000 | Feet 27,12 00] 27,100 6.000 
a) 36" 2 0.542" X60, Rivera 720 | ree 2.74 | 30.00 18,300 | 34, 000 
TOTAL PIPE CosT 4,707,700 | 3,343,200| 12,130, 900 
COAT AND WRAP 487,000 | Feet o.se7 | 2s, 900 | 285, 900 
INTERNAL COATING 487,080 | Fee 037 | | 190,200 | 120,200 
| 


| ROAD AND RAILROAD CASED CROSSINGS | 


a) 40" = 0,438" Casing, Roads Test 20.23 | 40,00 | 20,600 | 40,700 | 
» 42" 0.438" Casing, Rativende 11 | Feet nas | «2.00 | 2,400 4.700 
) Casing Fittings, Reads 13 | Each 104.00 | | 2,000 | 
J Casing Fivuage, Railresds 1 | Race 250,00 | | _) i 
TOTAL CASED CROSSINGS COST | 28,700 43,400 
CONCRETE PIPE WEIGHTS 
Weights for 6" x 0.406" Pipe 24,240 | Feet 16. 02 | 300, 200 | 
Weights for 36" x 0. 542" Pipe 720 | reat wn | 3,700 
TOTAL CONCRETE WEXGHTS COST | 398, 000 398, 000 
MAINLINE APPURTENANCES. | | 
a) Mainline Valves 4 | ecm | 26,200.00 | 8,100.00) 104, 800 32,400 
‘ Dual Scraper Trape 1 | mach | 148,900.00 | 48,000. 00 148, 900 40, 000 
?) Single Scraper Trap w/Dwal 24” Tahe-Otle 1 | mach | $7,600.00 | 28,300, 00 97,400 24,300 
") Cathodic Toot trations 17 | men 43.00 | 700 
Y Crowd Markers 43 | Keck +30 400 
° Aerial Markers 92 | mech 47.00 4.200 cate! 
TOTAL APPURTENANCES COST 316, 700 100,900] 428.400 
YIELD ENGINEERING AMD INSPECTION 117,700 157,700 
TOTAL DIRECT COST (MICHIGAN) 99,996,200 | $4,281, 900 | $13,678, 190 
“Ancludes Michigan Sales Tax 4% 


34" MAINLINE, SECTION § - 92.25 MILES 
Qnotalied tor Year 2) 


SCHEDULE NOt) 


61226 


GREAT LAKES GAS TRANSMISSION COMPANY 


CONSTRUCTION COST ESTIMATE 


eas ee See eS ere 
wo | irene Jovantity | uwt'| materia, |wstaccation| matemac jmstacation| TOTAL 
aI. = 
1. | RIGHT-OF-WAY AND DAMAGES | as200 | moa bs }s sa | $ | $ 71,800 71, 000 
2 | SURVEY AN® MAPPING | | | | 32, 100 $2, 100 
3 | prc | | | | 
a) | Jo" m0, 408" X00, Type A | 216,220 | row 17.90 | 6.00 | 3,072,100 | 1,297,900 
om | Yo" 0.900" X80, Type B | 700 | reee | zi.e7 | 6.90 34,900 10,700 | 
(ey | 0 0.399" x00, Type C 300 | ree | 2.01 | +00 13,300 2,000 | 
@ 30" m0. 962" X00, Rivers 320 | Fee || 25.06 | 30.00 13,300 26,000 | 
TOTAL PIPE COST | | | 3,937, 800 1,337,600 | $,275,400 
a | cheeses ee eee ae ces en = 
. INTERNAL COATING 219,120 | reer | ost | at.100 | 81,100 
*. ROAD AND RAILROAD CASED CROSSINGS | 
t | 40” = 0.438" Casing, Roads 7 | Feet | 20.13 | 40. 00 6,200 | 42,300 | 
o 42" 4 0.438" Casing, Ratiroade int | Feet zias 42.00 2,200 4.700 | 
ra) Caving Fittings, Reade » | tecn | 184,00 | | 00 | | 
(a Casing Fittings, Rauiroade 1 | men | 250.00 | 0 — | 
TOTAL CASED CROSSINGS COST | 9.400 17,000 | 
? CONCRETE PIPE WEIGHTS | | | 
to» | for 30” 2 0.400" Pipe | 15,000. | reer | | 16.02 240,300 | 
te) for 36" 2 0.502" Pipe | 320 | Feet i | 1.82 7,000 | 
he aPC ne Recaican ih ee: ac 
| TOTAL CONCRETE WEIGHTS COST | | | 570,300 | 570, 300 
8 | MAINLINE APPURTENANCES | | | 
o) Mainline Valves 2 | xen | | 9,100.00 $2,400 14,200 | 
oo | Sangie Scraper Trap w/ Station Sade Valves 1 | Eacn | 110,000. 00 | 30, 000. 00 110, 00 30,000 | 
(ey Cathodic Teat Stations ? | meen | 43.00 | 300 | 
@ | Ground Markers Si | Each | 6.50 | | 00 | 
(| Awrsah Marke a1 | nacm | 47.00 | 1,900 es 
TOTAL APPURTENANCES COST | 1 165,700 | 46,200 | 211,900 
9. | FIELD ENGINEERING AND INSPECTION | | | 
| | 
10. | TOTAL DIRECT COST (MICHIGAN | | | $4, 322, 600 
| | | | 
| | 
| 
| | 
| | | | 
| | | 
| baa | | 
| stnciudos Michigan Sales Tax 4% | | | | 
a 


PROJECT___%” MAINLINE, SECTION 9A = $1.50 MILKS SCHEOULE NO. 12 Pace__! __or__! 
(natalie tor Year 2) 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


RIONT-OF -WAY AMD DAMAGES 
SURVEY AND MAPPING a, 
ad 
rm) 36" 3 0, 406" X80, Type A 251,006 | Feet 17.90 
e ow 346" 2 0. 500" X60, Type B 4,400. | reet ae 
ry 3" a 0, 599" X60, Type C 300 | Feet 27.01 | 
4 o 34" © 0,962" X60, Rivers | Mo | Feet 25.06 | 30.00 | 3,200 | 10, 000 
TOTAL PIPE COST | | 4,613,300 | 1,320,400 | 6,141, 700 
“ COAT AND WRAP | 236,344 | Feet | 0.$87 | 150,500 | 130, $00 
}s. INTERNAL COATING | 256, 44 | Feet 0.37 i +4, 000 | 94, 000 
‘ ROAD AND RAILROAD CASED CROSSINGS | | | | | 
nA ay | 40% 0.430" Caving, Rese | 4,008 | reer | 20.13 40.00 | 32, 00 4,200 
(| 42% 20.438" Casing, Raitroade 499° | Feet 21.15 | 42.00 | 9.200 | 18,200 | 
a) Coming Fittings, Ronde 1s | keen | 194,00 | | 2,200 | 
rm) Caning Fittings, Railroads «| macn | 250. 00 | 4,000 > 
TOTAL CASED CROSSINGS COST | eS a2, 400 | 127,70 
7 CONCRETE PIPE WKICKTS | | | 
7) Weights tor 36” x 0.406" Pipe 30,200 | Feet | 16.02 | 495,100 
rs) Weights for 36" x 0.542" Pipe 0 | Feet | 13.82 | 4,900 
te) ‘Weights at Drain Ditches 2 | Each | 144. 00 | yoo 
TOTAL CONCRETE WEIGHTS COST | | ] | 490, 300 490, 300 
mf ‘ MAINLINE APPURTENANCES: | | | 
¢ rs) Mainline Valveo 2 | mace 26,200, 00 | 4,100.00 | 32,400 | 16,200 
oo Single Scraper Trap | 1 Each 40, 00, 00 | 22,00, 00 | 60,000 22,300 
re) Cround Markers | 111 | Keen +30} r00 | 
rr) Aerial Markars 49 | Kaen | 47.00 | ner 
TOTAL APPURTENANCES COST | | 116,000 | 34, 700 154, To 
*. YIELD ENGINEERING AMD INSPECTION | 41,900 41,90 
ete TOTAL DIRECT COST (MICHIGAN) 55,019,900 | $2,430,100 | $7,470, 00 
| | 
| | 
| | | 
| 
| 
| | 
| | 
“Ancludes Michigan Sales Tax + | 


SCHEOULE NO. 2 PAGE. 1 _oF. 


AVAILABLE 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


© UNIT UNIT 
QUANTITY | UNIT | MATERIAL /INSTALL ATION: 
RICHT-OF- WAY AND DAMACES 
SURVEY AND MAPPING 
rrr 
36" = 0.406" X60, Type A | 3, 167,400 
34" = 0. 500" X60, Type B . $7,600 
34" 4 0.393" X80, Type C | \. | 5.700 


34" m0. 542" X60, Rivers 80,000 


TOTAL PIPE COST 3,310,700 | 13,677,100 


COAT AND WRAP | | 336, 600 


INTERNAL £OATING 37) 212,200 


ROAD AND RAILROAD CASED CROSSINGS 


40” 0, 438" Casing, Reade 


42" 5 0. 438" Casing, Railroads 


Casing Fittings, Roade 


Casing Fittings, Rativoade 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WKIGHTS 
Woignts for 36" x 0,406" Pipe 
Weights for 36” x 0. 362" Pipe 
Weights at Drain Ditches 
TOTAL CONCRETE WEIGHTS COST 
MAINLINE APPURTENANCES 
Mainline Valves | 26, 200, 00 
Dual Scraper Trape | 148, 900. 00 
Sangie Scraper Trape | 60, 600. 00 
Cround Markers | 6.50 
Aerial Markers | 47.00 
TOTAL APPURTENANCES COST 


FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MICHIGAN) 


Includes Michigan Sales Tax 4% 


PROVECT 36" MAINLINE, SECTION 10 - 108.60 MiLEs SCHEDULE NO. 
Gnetalled for Year 1) 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


RUGHT-OF-WAY AMD DAMAGES 
BORVEY AMD MAPPING 
rrr 

24" 2 0.500", X4Z 633,100 
COAT AND WRAP one | 19,400 
INTERNAL COATING . | 12,500 
CONCRETE PIPE WEIGHTS 

Coating Weight lor 24" x 0. 500" Pipe 


MAINLINE APPURTENANCES 


| Ground Markers 


| 
YIELD ENCINEERING AND INSPECTION 


| 
| TOTAL DIRECT COST (MICHIGAN) 
| 


includes Michigan Sales Tax 4% 


PROJECT __STRAITS OF MACKINAC CROSSING - DUAL 24" - 4.55 MILES SCHEDULE NO 3 
Gnetalied for Year 2) 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


© AMOUNT 
MATERIAL 


| pipe 
24" 0 0,500", xaz 
COAT AND WRAP 
INTERNAL COATING 
CONCRETE PIPE WEIGHTS 
Coating Weight for 24" » 0,300" Pipe 


Ground Markers 
TOTAL APPURTENANCES COST 
FIELD ENGINEERING AND INSPECTION 


| sus-Totan 


TOTAL DIRECT COST (MICHIGAN) 50% of Item No. 9 


Note: Other half of crossing to be paid for by Trane-Canada 


includes Michigan Sales Tax + 


PROVECT _5T- CLAIR RIVER CROSSING - DUAL 24" + 0,20 MILES (U.B.A.) | 
Sana Sete ete eet ~ ade ad ~ ete em ce 


SCHEDULE NO.___'* pace __'_oF. 
Cmetalled tor Year 1) 


BEST COPY 
from the origin, 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION, COST ESTIMATE 


© UNIT unit AMOUNT AMOUNT 


QUANTITY | UNIT | MATERIAL INSTALLATION) MATERIAL JMSTALLATION| TOTAL 


RIGNT-OF-WAY AND DAMAGES 13,968 | Rede |S $ 4.00 s $ 4,900 
SURVEY AND MAPPING 34, 700 
rrr 
10=3/4" m 0,203", X42, Type A 
1003/4" 0 0.250", X42, Type B 
TOTAL PIPE COST 
COAT AND WRAP 
INTERNAL COATING 
ROAD AND RAILROAD CASED CROSSINGS 
16" 1 0.250" Casing Pipe, Roads 


16" m0. 250" Casing Pipe, Railroads 


Casing Fittings, Reade 
Casing Fittings, Railroads 
TOTAL CASED CROSSINGS COST 
CONCRETE PIPE WEIGHTS 


Weights for 10-3/4" = 0.203" Pipe 
| LATERAL APPURTENANCES: 
10+3/4" Lateral, Valve Assemblies 


10+3/4" Single Scraper Trap Assemblies 


Cathodic Toot Stations 


Ground Marhere 
Aerial Markers 
TOTAL APPURTENANCES COST 
FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MICHIGAN) 


“includes Michigan Salee Tan 4% 


PROVECT. 10" LATERAL, SECTION 11 - 43.65 MILES SCHEDULE NO. 17 
(netalied for Year 2) 


AVAILABLE 
si bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


UNIT | UNIT * AMOUNT AMOUNT 
item lovantity | unit | matemian listaLLation! maTERiaL |iNSTALLATION 


\- 


RIGHT-OF-WAY AND DAMAGES 
SURVEY AND MAPPING 
PIE 
10+3/4" m0. 907", Az 
COAT AND WRAP 
INTERNAL COATING 
CONCRETE PIPE WEIGHTS 
Weights for 10" = 0. 307" Pipe 
MAINLINE APPURTENANCES 
10” Masmline Valve Assemblies 
FIELD ENCINEERING AND INSPECTION 


SUB-TOTAL 


TOTAL DIRECT COST (MICHIGAN) 50% of Item No. 9 | 
| 
Note: Ourer half of crossing to be paid for by Trans-Canada. 


“includes Michigan Sales Tax ¢% 


PROJECT_st, MARYS RIVER CROSSING ~ SINGLE 10” ~ 0. 5 MILES (U. 5. A.) SCMEDULE NO. is 
(netalled for Year 2) 


BEST COPY 
from the origin 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


res | unr 
© irene QUANTITY | UNIT | MATERIAL |INSTALLATION! MATERIAL 


LAND (INCLUDED ON SEPARATE SCHEDULE) 

3,400 MP VERTICAL GAS ENGINES 

COMPRESSOR, OFFICE, SHOP, & AUXILIARY BLDG, 
NIGH PRESSURE CAS PIPING AND SCRUBRERS 
SERVICE PIPING AND EQUIPMENT 

OTHER MATERIALS 

RESIDENCE 

ELECTRICAL 

REMOTE CONTROL AND SUPERVISORY EQUIPMENT 
INSTALLATION 


FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) | $2,836, 900 $3,751, 900 


MICHIGAN SALES TAX 4% 113, $00 | 113, $00 


TOTAL DIRECT COST (MICHIGAN) $2,950,400 | $915,000 $3, 065, 400 


PROJECT___19, 400 MP_ RECIPROCATING GAS ENGINE STATION _ SCHEDULE NO. 
o 


4 


AVAILABLE 
si bound volume 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


UNIT UNIT | AMOUNT AMOUNT 


item | MATERIAL |INSTALLATION| MATERIAL |INSTALLATION 
LAND (INCLUDED ON SEPARATE SCHEDULE) 
3.400 MP VERTICAL CAS ENGINES $456, 300 
COMPRESSOR, OFFICE, SHOP, & AUXZLIARY BLDG. 189, 000 
HICH PRESSURE GAS PIPING AND SCRUBBERS 307,400 
SERVICE PIPING AND EQUIPMENT 175, 100 
OTMER MATERIALS | 40, 000 
RERDENCE 
ELECTRICAL 
REMOTE CONTROL AND SUPERVISORY EQUIPMENT 
INSTALLATION 
TUELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) 
MICHIGAN SALES TAX 4% 


TOTAL DIRECT COST (MICHIGAN) 


PROJECT. 10, 200 MP RECIPROCATING CAS ENGINE STATION SCHEDULE NO. 
EO RECIPROCATING CAS ENGINE STATION 0 


BEST COPY 


from the origin 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


UNIT Nir 
QUANTITY MATERIAL |INSTALLATION 


LAND (Nome Required) 

5,900 MP VERTICAL GAS ENGINE 

COMPRESSOR, OFTICE, SHOP, & AUXILIARY BLDG. 
}OGH PRESSURE GAS PIPING AND SCRUBBER 
SERVICE PIPING AND KQUIPMENT 

ELECTRICAL 

REMOTE CONTROL AND SUPERVISORY EQUIPMENT 
INSTALLATION 


FIELD ENOINEERING AND INSPECTION 
TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) $1, 110,200 


MICHIGAN BALES TAX 4% 34,200 


TOTAL DIRECT COST (MICHIGAN) $1, 146, 400 


Me, of Additions Installed for: 


Year Minn. 


SCMEOULE NO. 21 


AVAILABLE 
ai bound volume 


| 
| 
| 
| 
| 
| 
| 
| 
| 


GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


Tom |QuaNTITY 


LAND (None Requis 


3,400 MP VERTICAL GAS ENGINE 1 
COMPRESSOR, OFFICE, SHOP, & AUXILIARY BLDG. 1 
HIGH PRESSURE GAS PIPING AND SCRUBBER 1 
SERVICE PIPING AND EQUIPMENT | 1 
ELECTRICAL Ja 


REMOTE CONTROL AND SUPERVISORY EQUIPMENT | 
ee | 
YIELD ENGINEERING AND INSPECTION | 
TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) 
MICHIGAN SALES TAX 4% 


TOTAL DIRECT COST (MICHIGAN 


Mo__of Additions Inctalled (or: 


Yeor Minn. Wise. Mien. | 


veune 


tOVECT. 3,400 MP RECIPROCATING GAS ENGINE ADDITION 


UNIT UNIT 


MATERIAL INSTALLATION. 


: 
: 


SCHEOULE NO.____2z 


AMOUNT | AMOUNT 
MATERIAL INSTALLATION 
$456,900 | $ 
sume | 
#0,000 0 | 
34,900 | 
4.000 | 
9.200 | 
| 473,000 
| 19,000 
aS , 
$419,100 | $185,000 | 
| 
| 
24000 | 
| 
$643,900 | $183, 000 
| 
| 
| 
| | 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


PAGE__1__OF. 


aes 


BEST COPY AV 


a. 


GREAT LAKES GAS TRANSMISSION COMPANY 


CONSTRUCTION COST 


ivem 


LAND (INCLUDED IN SEPARATE SCHEDULD) 

6,500 MP GAS TURBINE ASSEMBLY 

COMPRESSOR BUILDING 

REMOTE CONTROL AND SUPERVISORY ZQUIPMENT 
STATION PIPING, VALVES, VALVE OPERATORS 
OTWER MECHANICAL AND ELECTRICAL 
INSTALLATION 

FIELD ENGINEERING AND INSPECTION 


TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) 
MICHIGAN SALES TAX 4% 


TOTAL DIRECT COST (MICHIGAN) 


PROJECT. 


13,000 MP CENTRIFUGAL TURBINE STATION 


UNIT 
MATERIAL 


$782,000 
11,900 
60,000 
246,400 


10, 500 


SCHEDULE NO. 2 


ESTIMATE 


UNIT 
|wsTALLATION| 


AMOUNT 
MATERIAL 


6 


AMOUNT 


jes tALLAT 1ON 


$2,236, 600 


74,200 


$2, 312, 800 
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GREAT LAKES GAS TRANSMISSION COMPANY 
CONSTRUCTION COST ESTIMATE 


Tew UNIT unit AMOUNT 
nO irom QUANTITY | UNIT | MATERIAL INSTALLATION! MATERIAL 
| tn YE 
| 
1. LAND (INCLUDED IN SEPARATE SCHEDULE) 
a ¢, 900 KP GAS TURBINE ASSEMBLY i cach $782,000 $ 762,000 
oo COMPRESSOR BUILDING : Each 41, 300 11, 00 
a REMOTE CONTROL AND SUPERVISORY EQUIPMENT } 3 Let 60, 000 €0, 000 
% STATION PIPING, VALVES, VALVE OPERATORS | 1 Let 197,400 | | 187,400 | 
rs OTHER MECHANICAL AND ELECTRICAL Ja | tee 6,200 | 6.200 | 
” INSTALLATION | $230, 000 
“ TIELD ENGINEERING AND INSPECTION | | ame 
* TOTAL DIRECT COST (MINNESOTA OR WISCONSIN) | | | | $1,016,900 | $282, 700 $1,269, 600 
19. MICHIGAN SALES TAX 4% | | 40,700 | 40,700 
n. TOTAL DIRECT COST (MICHIGAN } | $1,037,600 | $282, 700 $1,310, 300 
| 


PROJECT. 6.300 MP CENTRIFUGAL TURBINE STATION SCHEDULE NO. 


Great Lakes Gas Transmission Company 


OPERATING REVENUES 


(000 Omitted) 


Column (1) 


— cripticn 


VOLUMES (Mcf @ 14.73 paia and 60°F) 
Maximum Day (November 1) 


Transportation Service 
Trans-Canada Pipe Lines Limited 
Farwell to St, Clair 
Emerson to St. Clair & $.S. Marie 
Sales for Resale 
Michigan Consolidated Gas Company 
Annual Volume 
Transportation Service 
Trane-Canada Pipe Lines Limited 
Farwell to St. Clair 19,215 
Emerson to St. Clair and S. S. Marie 
= Development 144, 716 171,450 
= Demand - - 41,297 
Michigan Consolidated Gas Company - 6,000 
Sales for Resale 
Michigan Consolidated Gas Company 
= Development - 8,520 15, 637 
= Demand - - x 


anada Pipe Lines Limited 
Transportation Service 
Farwell to St. Clair @ 2. 0¢ per Mcf 
Emerson to St. Clair & $,S. Marie 
Development Rate @ 13.75¢ per Mcf 
Demand 6 $2.54 per Mef 
Volume @ 5.0¢ per Mcf 
Michigan Consolidated Gas Company 
Sales for Resale 
Development Rate @ 41.04¢ per Mcf 
Demand @ $5.24 per Mcf 


Commodity @ 24. 75¢ per Mcf 
Transportation @ 2. 0¢ per Mcf 


AVAILABLE 
nl bound volume 


61265 
Exhibit P 


Great Lakes Gas Transmission Company 


TARIFF 
STATEMENT OF RATES PROPOSED TO 
BE CHARGED 


Applicant proposes to render the following services at 
the rates set out below: 


1. Transportation of natural gas for Trans-Canada Pipe 
Lines Limited (Trans-Canada) from Farwell, Michigan, to 
St. Clair, Michigan for a two-year term commencing in 
1966. The rate proposed for this service is two cents (2¢) 
per Mcf. This rate was established as the result of nego- 
tiations. 


2. Transportation of natural gas for Trans-Canada from 
Emerson, Manitoba to St. Clair, Michigan and Sault Ste. 
Marie, Michigan commencing in 1967. The rate proposed 
for this service is a demand-commodity rate with a demand 
charge of $2.54 per Mef per month and a commodity charge 
of 5.0¢ per Mcf with a developmental rate of 13.75¢ per 
Mcef applicable until October 31, 1970. This rate is designed 
to produce revenues which will yield 6.5% return on a net 
investment rate base in the fifth year of service, the first 
year of normal operations after completion of the proposed 
construction program. 


3. Transportation of natural gas for Michigan Consoli- 
dated Gas Company from Farwell, Michigan to Belle River 
Mills Storage Field, Michigan for a two-year term com- 
mencing in the sum- 


(61266) 
61266 


mer of 1967. The rate proposed for this service is two cents 
(2¢) per Mcf. This rate was established as the result of 
negotiations. 


4. Sale of natural gas to Michigan Consolidated Gas 
Company at various delivery points commencing in 1967. 
The rate proposed for this service is a demand-commodity 
rate with a demand charge of $5.24 per Mef per month and 
a commodity charge of 24.75¢ per Mcf with a develop- 
mental rate of 41.04¢ per Mcf applicable until October 31, 
1970. This rate is designed to produce revenues which will 
yield 6.5% return on a net investment rate base in the fifth 
year of service, the first year of normal operations after 
completion of the proposed construction program. 


61268 


Great Lakes Gas Transmission Company 


ESTIMATED COST OF TRANSPORTATION AND PROPOSED 
RATES BASED ON FIFTH YEAR OF OPERATION 
(12 MONTHS ENDING OCTOBER 31, 1971) 


(000 Omitted) 


COST OF TRANSPORTATION 
Column (1) (2) (3) (4) (5) 


(2/3 Demand- 

Line 1/3 Volume) 
No. Description Total Demand Volume 
SS ——————— EEE 
Fuel and Losses 2 $ 2,971 $ 994 $ 1,977 
Other Operating Expenses 2 3,634 2,423 1,211 
Depreciation—3.5% of $211,481 7,402 4,935 2,467 
General Taxes—2q% of $211,669 - 4,233 2,822 1,411 
Income Taxes 4,520 3,013 1,507 
Return 12,284 8,189 4,095 
Total $35,044 $22,376 $12,668 


1 
2 
3 
4 
5 
6 
7 


BILLING DEMANDS—MMcf 


Demand (734,000 Mcf x 12) 
Annual Volume 

COST PER Mcf 

Demand 

Volume 


PROPOSED RESALE RATES PER Mef (Note) 
Demand 


13. Volume 


Note: The resale rates are based on the transportation cost sct forth above 
plus the demand-commodity rates at Emerson of $2.706 and 19,745¢, respec- 
tively. 


(61405) 
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UNITED STATES OF AMERICA FEDERAL POWER COMMISSION 
Docket No. CP66-109 
In the Matter of 
Micuican Wisconstn Pree Line Company 


APPLICATION FOR A CERTIFICATE OF PUBLIC 
CONVENIENCE AND NECESSITY 


Comes now Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin) and, pursuant to Section 7(¢) of the 
Natural Gas Act, as amended, and Section 157.6 of the 
Commission’s Regulations thereunder, files this applica- 
tion for a certificate of public convenience and necessity 
authorizing the construction and operation of facilities to 
purchase and receive from Midwestern Gas Transmission 
Company (Midwestern) at the existing point of intercon- 
nection of the Northern System of Midwestern and Mich- 
igan Wisconsin near Marshfield, Wisconsin an additional 
113 million cubic feet of natural gas per day. In support 
of this application, Michigan Wisconsin respectfully shows 
as follows: 


(1) 


The exact legal name of Applicant is Michigan Wiscon- 
sin Pipe Line Company. Its principal place of business is 
located at One Woodward Avenue, Detroit, Michigan. It 
is a corporation organized and existing under the laws of 
the State of Delaware. The name, title and mailing ad- 
dress of the person to whom communications concerning 
this application are to be addressed is 

Wilber H. Mack, Executive Vice President 
Michigan Wisconsin Pipe Line Company 
One Woodward Avenue 

Detroit, Michigan 48226 
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(61406) 


61406 


It is respectfully requested that copies of all such com- 
munications also be addressed to each of the following: 


Charles V. Shannon, Esq. 
May, Shannon and Morley 
903 Commerce Building 
1700 K Street, N. W. 
Washington, D.C. 20006 


Paul S. Davis 

American Natural Gas Service Company 
1730 K Street, N. W. 

Washington, D.C. 20006 


(2) 


Michigan Wisconsin is a natural gas transmission com- 
pany engaged in the business of purchasing, transporting 


and selling natural gas in interstate commerce under au- 
thorizations granted by the Federal Power Commission. 
Michigan Wisconsin operates a natural gas transmission 
system by which it transports natural gas purchased in 
Texas, Oklahoma and Kansas to various communities in 
the States of Kansas, Missouri, Iowa, Dlinois, Wisconsin 
and Michigan. Michigan Wisconsin also purchases gas 
from American Louisiana Pipe Line Company (American 
Louisiana) at points in Michigan, from Northern Natural 
Gas Company near Janesville, Wisconsin, and from Mid- 
western near Marshfield, Wisconsin. 


(3) 


Midwestern is an existing customer of Trans-Canada 
Pipe Lines Limited (Trans-Canada), purchasing the entire 
natural gas supply for its Northern System from Trans- 
Canada at a point on the Canadian-United States inter- 
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CD-2, Which is 


Wisconsin Presently 
&as will be delivered 
of the systems of Midwestern 
Marshfield, Wisconsin, 
Midwestern e 
‘Ommission for 
Posed additional] 


Oneurrently ig filing applications with the 
authorizationg 


to sell and deliver the pro- 
volumes to Michigan Wisconsin, 


(61408) 


loaded, and Trans-Canada urgently requires additional ca- 
pacity to increase deliveries to eastern Canada by a mini- 
mum of 113,000 Mef per day 


61408 


commencing in the fall of 1966, with further substantial in- 
crements required in succeeding years. This capacity can 
be supplied economically through a large diameter pipe- 
line extending from Emerson, Manitoba across Minnesota, 
Wisconsin and the Upper and Lower Peninsulas of Mich- 
igan to a point on the Canadian-United States international 
boundary near St. Clair, Michigan. The route of the line 
will pass in close proximity to the Austin Field under- 
ground natural gas storage area of Michigan Wisconsin. 


Great Lakes Gas Transmission Company (Great Lakes), 
a company to be jointly and equally owned by Trans- 
Canada and American Natural Gas Company, will con- 


struct such a line in two stages. Scheduled for completion 
in the fall of 1966 is the segment of line from the Austin 
Field storage area to St. Clair, Michigan. The line extend- 
ing from Emerson to the Austin Field storage area will be 
constructed the following year, with completion planned 
for November 1, 1967. 


Coincident with the completion of the Austin-St. Clair 
line and the commencement of the increased deliveries by 
Midwestern to Michigan Wisconsin referred to in Para- 
graph (3) above, Michigan Wisconsin will commence the 
sale to Trans-Canada of 113,000 Mcf of natural gas per 
day. This sale will be made pursuant to the terms of a 
gas purchase contract in the form attached hereto as Ex- 
hibit P. Delivery of the gas will be made dy Michigan 
Wisconsin to Great Lakes in the Austin Field storage area 
for the account of Trans-Canada, with Great Lakes trans- 
porting and redelivering such gas to Trans-Canada near 
St. Clair. 
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As appears from the contract, Michigan Wisconsin will 
reduce its sales to Trans-Canada at the end of the first year 
(planned for November 1, 1967) to 63,000 Mef per day, 
and one year later will terminate such sales. 


61409 


Thus, commencing November 1, 1967, Michigan Wisconsin 
will have available 50,000 Mef per day to meet in part the 
growing requirements of its markets, and an additional 
63,000 Mef per day a year later. 


The present proposals will permit the Great Lakes line 
to be constructed in two stages as Trans-Canada’s eastern 
Canadian market requirements increase and will also per- 
mit the economical utilization of available capacity on 
Midwestern’s system. 


Great Lakes concurrently is filing applications with the 
Commission for authorizations, among other things, to 


receive, transport and deliver to Trans-Canada the gas 
proposed to be sold by Michigan Wisconsin to Trans- 
Canada. : 

(5) 


As appears from Exhibit I hereto, Michigan Wisconsin 
has indicated peak day and annual firm gas supply defi- 
ciencies for each of the contract years 1966-1967 through 
1969-1970, even after giving effect to the availability for 
existing markets of increased supplies from Midwestern 
commencing in the fall of 1967. However, the additional 
gas needed to meet 1966-1967 requirements has been con- 
tracted for and Michigan Wisconsin will shortly make a 
filing with the Commission in connection therewith. 

The proposed purchase from Midwestern, to which Mich- 
igan Wisconsin is entitled under the preemptive rights 
provision of its Gas Service Contract with Midwestern, 
will assure Michigan Wisconsin’s customers of a substan- 
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tial portion of the increased supply they will require in 
1967-1968 and 1968-1969, and they may plan their opera- 
tions accordingly. Furthermore, the direct participation of 
Michigan Wisconsin’s parent, American Natural 


61410 


Gas Company, in the Great Lakes project places Michigan 
Wisconsin in an excellent position to acquire additional gas 
supplies from the prolific gas fields of Alberta to supple- 
ment gas acquired from domestic sources to meet further 
increases in Michigan Wisconsin’s market requirements and 
to replace existing reserves as they become depleted. 


(6) 

The facilities required to enable Michigan Wisconsin to 
receive and transport to market the additional volumes of 
gas to be purchased from Midwestern and to deliver gas to 
Great Lakes for the account of Trans-Canada consist of 
10,400 horsepower of compression at three existing com- 
pressor stations in Wisconsin and Michigan, 90.1 miles of 
12” line in Wisconsin and a measuring station in the Austin 
Field storage area to record deliveries to Great Lakes. 
As shown in Exhibit K hereto, the estimated cost of such 
facilities is $6,173,000. 

Most of the new compression, 6,000 horsepower, will be 
installed at Michigan Wisconsin’s Wisconsin ‘‘C’? Com- 
pressor Station located near Marshfield, Wisconsin, where 
Midwestern’s gas will be delivered to Michigan Wisconsin, 
and includes provision for one spare engine. The remain- 
ing compression, 2,200 horsepower each at Michigan Sta- 
tions ‘‘A’’ and ‘‘B”’, is required primarily to transport gas 
to storage during the summer months when the Michigan 
leg of the Michigan Wisconsin system is most fully loaded. 

Michigan Wisconsin’s system extending north from Mil- 
waukee to Green Bay is now double-tracked and traverses 
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an area of growing population density where the acquisi- 
tion of right-of-way and construction are becoming increas- 
ingly difficult and expensive. To obviate the need for 
further 


61411 
looping of this system and the Marshfield-Appleton line, 
Michigan Wisconsin is proposing the installation of a 12” 
line extending in a generally northerly direction from its 
North Madison Measuring Station to a point of intercon- 
nection with the Marshfield-Appleton line near Weyauwega, 
Wisconsin. Further, the new line will afford operational 
flexibility, thus giving increased assurance of continuity of 
supply. 
(7) 


As shown on Exhibit N hereto, the proposed project will 
not involve any change in Michigan Wisconsin’s rates to 


its existing customers. Moreover, as Midwestern’s com- 
panion application shows, Midwestern’s proposed expan- 
sion involves a particularly economic increment on its sys- 
tem which will enable it to absorb a periodic step-up in 
the price of purchased gas and additionally may result in 
some reduction in its rates. 


Michigan Wisconsin will commence the construction of 
the proposed facilities as soon as all required authoriza- 
tions have been obtained, and plans to place them in serv- 
ice on or before November 1, 1966. It is contemplated that 
the proposed facilities will be financed with bank loans 
and funds generated internally. 


(8) 


Midwestern and Great Lakes must obtain appropriate 
authorization from the Federal Power Commission under 
Section 3 of the Natural Gas Act for the importation and 
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exportation of gas. Midwestern and Great Lakes must 
also obtain Presidential Permits covering their respective 
facilities at the Border. Applications therefor, and for the 
construction and operation by Midwestern and Great Lakes 
of the facilities required to effectuate the 


61412 


project are being filed concurrently herewith. Michigan 
Wisconsin understands that Trans-Canada must obtain 
authorization from the Province of Alberta and the Domin- 
ion of Canada for the exportation of gas from the Province 
and Dominion. Financing of the proposed projects of 
Great Lakes and Michigan Wisconsin will be subject to 
the approval of the Securities and Exchange Commission 
under the Public Utility Holding Company Act of 1935, 
and Michigan Wisconsin’s financing may be subject to the 
approval of the Michigan Public Service Commission. So 
far as Michigan Wisconsin is aware, no other application 


to supplement or effectuate Michigan Wisconsin’s proposal 
herein need be or is to be filed by Michigan Wisconsin or 
any other person with any other federal, state or other 
regulatory body. 


(9) 


A table of contents listing all exhibits and documents 
filed with this application, identified by appropriate titles 
and alphabetical letter designations, follows: 


Exhibit A—Articles of Incorporation and By-Laws 
Exhibit B—State Authorization 

Exhibit C—Company Officials 

Exhibit D—Subsidiaries and Affiliation 

Exhibit E—Other Pending Applications and Filings 
Exhibit F—Location of Facilities 
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Exhibit G—Flow Diagrams Showing Daily Design Capac- 
ity and Reflecting Operation with and without Pro- 
posed Facilities Added 


Exhibit G-I—Flow Diagrams Reflecting Maximum Capa- 
bilities 
61624 


BEFORE THE FEDERAL POWER COMMISSION 


Docket No. CP66-119 


In the Matter of 
Mmwestern Gas Tkansmission Company 


APPLICATION FOR A CERTIFICATE OF PUBLIC 
ConvENIENCE AND NECESSITY 


Midwestern Gas Transmission Company (Midwestern), 
pursuant to and in accordance with the provisions of Sec- 
tion 7 of the Natural Gas Act, as amended, and the rules 
and regulations of the Federal Power Commission there- 
under, submits this abbreviated application for a certificate 
of public convenience and necessity authorizing the con- 
struction and operation of facilities and the sale of an 
increased daily contract demand volume of natural gas 
to Michigan Wisconsin Pipe Line Company (Michigan 
Wisconsin), an existing customer. As grounds for and in 
support hereof, Midwestern alleges as follows: 


(1) 


The exact legal name of Midwestern is Midwestern Gas 
Transmission Company. The location of Midwestern’s 
principal place of business is 231 South La Salle Street, 
Chicago, Illinois. Midwestern is a corporation organized 
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and existing under the laws of the State of Delaware. 
The names, titles and mailing addresses of the persons to 
whom communications concerning this application are to 
be addressed are as follows: 


George R. Perrine, President 
Midwestern Gas Transmission Company 
P. O. Box 774 

Chicago, Illinois 60690 


61625 


W. C. Barden, Jr. 

Midwestern Gas Transmission Company 
P. O. Box 2511 

Houston, Texas 77001 


Robert E. Shaw 
402 Solar Building 


Washington, D.C. 20036 


Barclay D. McMillen 

Suite 502, Madison Building 
1155 15th Street, N. W. 
Washington, D.C. 20005 


(2) 

Midwestern is a natural gas transmission company, en- 
gaged in the business of purchasing, transporting and sell- 
ing natural gas in interstate commerce, under authorization 
granted by and subject to the jurisdiction of the Federal 
Power Commission. Midwestern has two main transmis- 
sion systems, one being the northern system and the other 
being the southern system. The southern system extends 
in a northerly direction from a point of interconnection 
with the natural gas pipeline system of Tennessee Gas 
Transmission Company (Tennessee) near Portland, Ten- 
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nessee, through the states of Tennessee, Kentucky and 
Indiana, to its terminus at a point near and southwesterly 
of Joliet, Dlinois. 


Midwestern’s northern system extends from the United 
States-Canadian International Boundary near Emerson, 
Manitoba, to a point near Marshfield, Wisconsin. The sole 
souree of gas supply for Midwestern’s northern system is 
a gas purchase contract with Trans-Canada Pipe Lines 
Limited (Trans-Canada) dated April 14, 1960, as amended. 
This contract provides for the delivery of natural gas to 
Midwestern at a point on the United States-Canadian 
border near 


61626 


Emerson, Manitoba. Midwestern supplies natural gas to 
various customers from its northern system and is pres- 
ently authorized to render a contract demand service of 


158,000 Mef per day' to Michigan Wisconsin near Marsh- 
field, Wisconsin, under Midwestern’s Rate Schedule CD-2. 
Midwestern’s Rate Schedule CD-2 provides for a monthly 
demand charge of $3.94 per Mef of contract demand and a 
commodity charge of 24.92¢ per Mef delivered. 


(3) 

By this application Midwestern seeks authorization to 
construct and operate additional facilities on its northern 
system and to increase its contract demand service to 
Michigan Wisconsin from 158,000 Mef per day to 271,000 
Mcf per day, an increase of 113,000 Mcf per day beginning 
November 1, 1966. 


1 All volumes are at 14.73 psia except as indicated. 
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In order to render this additional service Midwestern 
proposes to construct in 1966 the following facilities : 
PIPELINE 

Location Miles Size 
MLV 2200 to MLV 2201 5.6 30” x 312" (X-60) 


METER STATION 
Expand Marshfield Meter Station 


COMPRESSOR STATIONS 


Location 


2201—Near Hallock, Minnesota 

2204—Near Warren, Minnesota (New Station) 
2207—Near Ada, Minnesota (New Station) 
2210—Near Frazee, Minnesota (New Station) 
2217—Near Milaca, Minnesota (New Station) 
2222—Near St. Croix Falls, Wisconsin (New Station) 


Total 


61627 


These facilities will increase the daily design capacity of 
Midwestern’s northern system to 333,719 Mcf per day, an 
increase of 113,000 Mef per day over the design capacity 
resulting from authorization received at Docket No. CP64- 
308, et al. (Opinion No. 469). The estimated total cost 
of the facilities proposed is $13,562,000. Midwestern pro- 
poses to finance these additional facilities through the issu- 
ance of additional common stock. 


Midwestern has entered into a Precedent Agreement with 
Trans-Canada Pipe Lines Limited (Trans-Canada) where- 
in Trans-Canada has agreed to sell to Midwestern at the 
existing delivery point near Emerson, Manitoba, an addi- 
tional contract demand quantity of 116,332 Mef per day of 
natural gas, 113,000 Mef of which will be sold by Mid- 
western to Michigan Wisconsin and 3,332 Mef of which will 
be required for compressor fuel. The rate to be paid by 
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Midwestern to Trans-Canada for this additional gas is as 
follows : 


Demand Commodity 
Charge Charge 
$/Mcf/Mo. C/Mcf 


From the date of initial delivery 
through 1970 2.442 19.323 


From January 1, 1971 through 1975 2.706 19.745 
From January 1, 1976 through 1980 2.990 20.117 
From January 1, 1981 through 1985 3.274 20.539 
From January 1, 1986 through the 

remaining term of the contract 3.559 20.960 


Concurrently herewith Midwestern is filing an applica- 
tion for authorization to import natural gas and an appli- 
eation for a Presidential Permit authorizing the construc- 
tion, operation and maintenance of pipeline facilities to 


import gas from Canada as required to implement the 
service proposed herein. Midwestern has been informed 
that Michigan Wisconsin has 
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filed an application seeking authorization to construct and 
operate additional facilities on its system to enable Mich- 
igan Wisconsin to receive the proposed additional volumes 
of gas and to deliver additional natural gas to existing 
and proposed customers of Michigan Wisconsin. 


Midwestern is ready, willing and able to render the serv- 
ice herein proposed and submits that the natural gas serv- 
ice proposed is required by the public interest. Midwestern 
respectfully requests that a Certificate of Public Conven- 
ience and Necessity be issued in sufficient time for Mid- 
western to complete the necessary construction and to 
render the proposed additional service by November 1, 
1966. 
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(4) 

Trans-Canada has applied for the requisite Canadian 
certificates, licenses and permits to export the required 
volumes of gas. Midwestern knows of no application neces- 
sary to supplement or effectuate Midwestern’s proposal 
as set forth herein, other than those mentioned in Section 3 
above. 


(5) 

This application is abbreviated under the provisions of 
Sections 157.5 and 157.7 of the Commission’s Regulations 
under the Natural Gas Act. The Table of Contents below 
sets forth all of the exhibits and documents filed in com- 
pliance with Sections 157.5 and 157.16 of the Commission’s 
Regulations under the Natural Gas Act as well as all of 
the documents and exhibits otherwise filed by Midwestern 
to support and clarify this application, identifyimg them 


by their appropriate title and alphabetical letter designa- 
tion and justifying the omission of each exhibit provided 
for in said Sections but not filed herewith. 
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All gas volumes in these exhibits are stated at a pressure 
base of 14.73 psia at 60 degrees Fahrenheit unless other- 
wise designated. All gas volumes are assumed to contain 
a minimum of 1,000 BTU per cubic foot. 


* ° * * ° e e es ° * 
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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL POWER COMMISSION 
* ° * e e e © e oe e 
Comes now Northern Natural Gas Company (Northern) 
and, pursuant to the provisions of Section 15 of the Natural 
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Gas Act, Section 1.8 of the Commission’s Rules of Practice 
and Procedure and the Notices of Applications issued in 
the above-entitled proceedings on October 25, 1965 and 
November 2, 1965, hereby Petitions for Leave to Intervene. 
In support of this Petition, Northern shows the following: 


I. 


Northern is a Delaware corporation having its principal 
place of business at 2223 Dodge Street, Omaha, Nebraska. 
Northern is a ‘‘natural-gas company’’ within the meaning 
of the Natural Gas Act, as 
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amended, and pursuant to certificates of public convenience 
and necessity issued by this Commission, is engaged in the 
purchase of natural gas and the transportation and sale of 
natural gas for resale in interstate commerce. Northern 
transports gas through or into the States of Texas, Okla- 
homa, Kansas, Nebraska, Iowa, Illinois, Wisconsin, Mich- 
igan, Minnesota, and South Dakota and Northern sells 
gas in: each of such States. 


By its applications in Docket Nos. CP66-110, CP66-111, 
and CP66-112, Great Lakes Transmission Company (Great 
Lakes) proposes 
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to construct a new pipeline from an interconnection with 
Trans-Canada Pipe Line Limited (Trans-Canada) at the 
International Boundary between the United States and 
Canada near Emerson, Manitoba, across the States of 
Minnesota, Wisconsin, and Michigan, to an interconnection 
with Trans-Canada at a point on the International Bound- 
ary near St. Clair, Michigan. 
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IV. 


The instant applications of Great Lakes, Michigan Wis- 
consin, and Midwestern involve interrelated and interde- 
pendent proposals which, in effect, constitute a single, in- 
tegrated project. This project and various of the facilities 
proposed by the applicants will be located in and will 
traverse areas and markets in which Northern presently 
operates certificated facilities, 


Northern thus has an interest in and desires to develop 
all relevant facts pertaining to, inter alia, the gas supply 
available to each applicant and to Trans-Canada; the na- 
ture, size, and character of the markets referred to in the 
instant applications; the engineering design of the respec- 
tive facilities proposed by the applicants and their respec- 
tive costs, financing, and proposed rates and charges; and 


all other matters and factors bearing upon resolution of 
the question whether present or future public convenience 
and necessity requires or will require certification of the 
proposals of Great Lakes, Michigan Wisconsin, and Mid- 
western. 

Accordingly, Northern, pursuant to the provisions of 
Section 157.10 of the Commission’s Regulations under the 
Natural Gas Act, requests that a formal consolidated hear- 
ing be held herein so that all of such 
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relevant facts may be explored and developed. Since the 
proposals of Great Lakes, Michigan Wisconsin, and Mid- 
western are interrelated and interdependent, Northern sub- 
mits that the public interest will best be served if the appli- 
cations of these parties are consolidated for formal hearing. 

Additionally, on or before December 30, 1965, Northern 
will file with the Commission an application proposing an 
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alternative project which will render the services being 
proposed by Great Lakes, Michigan Wisconsin, and Mid- 
western. Northern’s application will clearly be competitive 
with the proposals of these parties. Therefore, when 
Northern’s application is filed, the applications of North- 
ern, Great Lakes, Michigan Wisconsin and Midwestern 
must be heard and determined in a comparative, consoli- 
dated proceeding. 
* s e * o ° e e e e 
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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL POWER COMMISSION 


Docket No. CP66-212 
In the Matter of 


NorrHern NaturaL Gas COMPANY 


APPLICATION FOR CERTIFICATE OF PUBLIC 
CONVENIENCE AND NECESSITY 


Northern Natural Gas Company (hereinafter referred 
to as ‘‘Applicant’’ or ‘‘Northern’’), a Delaware corpora- 
tion, hereby makes application for a Certificate of Public 
Convenience and Necessity pursuant to Section 7 of the 
Natural Gas Act, as amended, authorizing Northern to 
construct and operate pipeline facilities and exchange 
natural gas in interstate commerce with its wholly-owned 
subsidiary, Northern Natural Gas Transportation Com- 
pany (Transportation Company). In support of this ap- 
plication, Northern states and shows as follows: 


L 


The exact legal name of Applicant is Northern Natural 
Gas Company. Applicant is a corporation organized under 
the laws of the State of Delaware with its principal office 
at 2223 Dodge Street, Omaha, 
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62191 
Nebraska. Applicant is authorized to do, and is doing 
business in the States of Texas, New Mexico, Oklahoma, 
Kansas, Nebraska, Iowa, Llinois, Minnesota, Michigan and 
South Dakota. Applicant is also authorized to do business 
in the States of North Dakota, Montana, Wyoming and 
the Province of Alberta, Canada. 


Oi. 


By this Application, Northern proposes to effect an ex- 
change arrangement with Transportation Company under 
which Transportation Company will transport volumes of 
gas from the interconnection of its facilities with those of 
Trans-Canada Pipe Lines Limited (Trans-Canada) near 
Emerson, Manitoba to the point of interconnection of 
Northern’s 
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facilities and those of Transportation Company near Sand- 
stone, Minnesota. All volumes received by Transportation 
Company from Trans-Canada, less compressor fuel used, 
will be redelivered to Northern at Sandstone. Northern 
will deliver an equivalent volume of gas to Transportation 
Company at Ogden, Iowa and Republic, Michigan. As 
more fully explained in Transportation Company’s related 
application, the gas delivered to Transportation Company 
at Ogden, Iowa, will be transported to St. Clair, Michigan, 
where such gas will be delivered to Michigan Consolidated 
Gas Company (Mich Con) at the Belle River Mills Storage 
Field and to Trans-Canada for use in its Eastern Canadian 
markets. Certain volumes of gas delivered to Transpor- 
tation Company near Republic in the Upper Peninsula of 
Michigan, less fuel, will be sold by Transportation Com- 
pany to Mich Con for resale in the Upper Peninsula. The 
remaining volumes delivered at Republic will be rede- 
livered by Transportation Company to Trans-Canada at 
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the international border between Sault Ste. Marie, Mich- 
igan and Sault Ste. Marie, Ontario. 


To effect the exchange and to enlarge its system, North- 
ern proposes the addition of some 57.1 miles of 20-inch and 
30-inch loop pipeline north of North Branch, Minnesota, 
and north and south of Sandstone, Minnesota, the latter 
being the point of the proposed interconnection of North- 
ern’s existing facilities and those to be constructed by 
Transportation Company. Northern will construct and 
operate two new compressor stations in the northern por- 
tion of its system near Superior, Wisconsin and Wakefield, 
Michigan. These two stations are proposed to have a total 
capacity of 
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12,330 horsepower. In addition, 18,000 horsepower of com- 
pressor capacity will be added to the existing Ogden, Iowa 
compressor station and 4,000 horsepower of compressor 
capacity will be added to the North Branch, Minnesota 
station. The estimated cost of construction of such facil- 
ities is $14,575,000, including interest and overheads. The 
facilities will be constructed over a period of four years 
and will enable Northern physically to receive volumes of 
Canadian gas to be delivered to Northern by Transporta- 
tion Company and to deliver increased contract demand 
to its present and potential markets in the northern portion 
of its transmission system. 


By adding the proposed facilities to its system, Northern 
will be able to exchange gas with Transportation Company 
pursuant to the contract made a part of this application 
and thus effectively experience and utilize the economic and 
operating benefits which will be the direct result of having 
Canadian Gas delivered into its system in close proximity 
to large present and future market areas near the north 
end of Northern’s transmission system. 
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Northern does not propose any charge to Transportation 
Company as a result of the proposed exchange of gas be- 
cause the exchange has the unique advantage of permitting 
Northern to supply greater quantities of contract demand 
in the northern end of its system with less facilities than 
would be required in absence of the exchange. 
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While Northern proposes no additional sales or pur- 
chases of gas in this application, Northern estimates that 
during the next five years its customers at the north end 
of its system will require and thus contract for not less 
than 224,000 Mef of additional contract demand. Northern 
will supply this additional contract demand in increments 
as required by its customers. 


As set forth in Exhibits Z-1 and Z-2 attached to this ap- 
plication, studies pertaining to Northern’s system north 
from Northern’s Ogden, Iowa compressor station demon- 
strate that the anticipated increase of 224,000 Mef of con- 
tract demand will require construction of $29,882,000 of 
additional facilities north of Ogden if the exchange were 
not authorized as compared to an investment of $14,575,000 
if the proposed exchange with Transportation Company is 
approved. Related cost of service studies at Exhibit Z-3 
demonstrate that the proposed exchange arrangement will 
save Northern more than $3,000,000 annually in cost of 
service to supply the additional contract demand. 


Accordingly, the proposed exchange will enable North- 
ern to utilize existing pipeline and storage facilities more 
effectively and release existing pipeline capacity to pro- 
vide additional contract demand and other services to its 
customers at greatly reduced costs. Moreover, the more 
effective utilization of Northern’s transmission system as 
a result of the receipt of Canadian gas under the proposed 
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exchange is certain to reduce the unit cost of transporting 
gas on Northern’s system. 


62195 

Additionally, the instant proposal will provide Northern 
with access to a gas supply in Western Canada on an eco- 
nomical basis. The linking of Northern’s and Transporta- 
tion Company’s systems opens up the vast United States 
Midwest as future markets for Canadian natural gas sup- 
plies and presents 2 maximum opportunity for utilizing the 
natural gas energy resources of the North American Conti- 
nent on the most efficient and economical basis consistent 
with the public interest of Canada and the United States. 


Ii. 


Applicant is a “natural gas company” within the meaning 
of the Natural Gas Act, as amended, and pursuant to cer- 
tificates of public convenience and necessity issued by this 
Commission, is engaged in the purchase of natural gas and 
the transportation and sale thereof in interstate commerce. 
Applicant currently obtains its supply of natural gas from 
the Panhandle Field in the State of Texas, the Hugoton 
Field in the States of Texas, Oklahoma and Kansas, the 
Permian Basin Area in Texas and New Mexico, and from 
numerous other gas producing areas in the States of Kan- 
sas, Oklahoma and Texas. 


Northern transports natural gas through its own pipe- 
lines from various fields in the Permian Basin Area to a 
point near Plains, Texas, where such facilities are con- 
nected to the facilities of El Paso Natural Gas Company. 
Such gas is delivered to El Paso at that point in exchange 


62196 
for like quantities redelivered by El Paso at the point of 
interconnection of the facilities of Northern and El Paso 
near Dumas, Texas in Moore County and at points of inter- 
connection located in Ochiltree County, Texas and Beaver 
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County, Oklahoma. These volumes, along with additional 
gas supplied from the other areas mentioned above, are 
transported by Northern in a generally northeasterly direc- 
tion through or into Texas, Oklahoma, Kansas, Nebraska, 
Towa, Illinois, Michigan, Wisconsin, South Dakota and 
Minnesota. 


Applicants sells natural gas to 65 gas utilities for resale 
in over 800 communities. Applicant also distributes and 
sells natural gas through its Peoples Natural Gas Division 
in 194 of these communities located in Kansas, Nebraska, 
Iowa, Minnesota and to certain mainline customers. Appli- 
eant has a sales capacity to these customers in excess of 2 
billion cubic feet a day. Applicant is also engaged in the 
recovery and sale of natural gasoline and other liquid hy- 
drocarbons. 

IV. 

As noted above, Northern proposes to construct the fa- 
cilities for which authorization is herein sought over a 
period of four years, beginning in the year 1967, to keep 
pace with the requirements of its customers and the ex- 
change contemplated with Transportation Company. The 
facilities required and the proposed sequence of construc- 
tion are as follows: 
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(1) Prior to the Fall of 1967—Cost $6,608,000 


(a) 16.9 miles of 30-inch loop north of North 
Branch, Minnesota ; 


(b) 2-3165 horsepower turbine driven centrifugal 
compressor units at a new station vo be located 
near Wakefield, Michigan. 


(c) 1-2000 horsepower reciprocating compressor 
unit at a new station to be located near Superior, 
Wisconsin ; 
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(d) 2-6000 horsepower reciprocating compressor 
units at the Ogden, Iowa compressor station. 

(e) Measuring and regulating facilities at Sand- 
stone, Minnesota, Republic, Michigan and Ogden, 
Towa. 


(2) Prior to the Fall of 1963—Cost $6,100,000 

(a) 14.1 miles of 20-inch loop north of Sandstone, 
Minnesota; 

(b) 26.1 miles of 30-inch loop south of Sandstone, 
Minnesota; 

(ec) 1-2000 horsepower reciprocating compressor 
at Superior, Wisconsin station; 

(d) 1-6000 horsepower reciprocating compressor at 
Ogden, Iowa station. 
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(3) Prior to the Fall of 1970—Cost $1,867,000 
(a) 1- 2000 horsepower reciprocating compressor at 


Superior, Wisconsin station; 
(b) 1- 4000 horsepower reciprocating compressor at 
North Branch, Minnesota. 


As noted above, the total cost of the proposed facilities 
will be $14,575,000. Northern will finance the cost of such 
facilities with funds obtained from internal sources. 


V. 


Northern is able and willing properly to do the acts and 
perform the service for which application is made herein 
and to conform to the provisions of the Natural Gas Act 
and the Rules and Regulations promulgated thereunder. 

Northern Natural Gas Transportation Company is con- 
currently filing a related application for a certificate of 
public convenience and necessity as well as an application 
for a Presidential Permit and an application to import and 
export natural gas. Northern knows of no other applica- 
tion that is required to be filed by any other person. Grant 
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of this application would require a modification in the Ap- 
plication of Mich Wis at Docket No. CP66-109. 


VI. 

Following is a list of all exhibits which are attached 
hereto as required by Section 157.14 of the Commission’s 
Regulations under the 

62199 

Natural Gas Act, as amended. Where data and information 
is incorporated by reference, a statement of incorporation 
will be found under the appropriate exhibit. If data is 
omitted, a statement justifying such omission will also be 
found under the appropriate exhibit. 

(1) Exhibit A—Articles of Incorporation and Bylaws 

(2) Exhibit B—State Authorization 

(3) Exhibit C—Company Officials 

(4) Exhibit D—Subsidiaries and Affiliations 

(5) Exhibit E—Other Pending Applications and Filings 

(6) Exhibit F—Location of Facilities 

(7)—Exhibit G—Flow Diagrams 

(8) Exhibit G-I—Flow Diagrams Reflecting Maximum 

Capabilities 

(9) ExhibitG-II—Flow Diagram Data 

(10) Exhibit H—Total Gas Supply Data 

(11) Exhibit I—Market Data. 

(12) Exhibit J—Conversion to Natural Gas 

(13) Exhibit K—Cost of Facilities 

(14) Exhibit L—Financing 

(15) Exhibit M—Construction, Operation, Management. 

(16) Exhibit N—Revenues, Expenses and Income 

(17) Exhibit O—Depreciation and Depletion. 

(18) Exhibit P—Tariff 
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(19) Exhibit Z-1—Flow Diagram 
(20) Exhibit Z-2—Cost of Facilities 
(21) Exhibit Z-3—Cost of Service 
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WHEREFORE, Northern respectfully requests this Commis- 
sion promptly to issue it a Certificate of Public Conven- 
ience and Necessity authorizing it to exchange gas with 
Northern Natural Gas Transportation Company and to 
construct and operate the facilities applied for in this 
application. 


Respectfully submitted, 
NortHern Naturat Gas CoMPANY 


By /s/ H. M. Sampson 
Vice President 
Dated: December 29, 1965 


F. Vinson Roaca 

J. C. OSBORNE 

Dantet B. O’Brien, JR. 
2223 Dodge Street 
Omaha 2, Nebraska 


Justin R. WoLF 

Cuartes A. Case, JR. 
1625 K Street, N.W. 
Washington 6, D. C. 


Attorneys for Northern Natural Gas Company 
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Nortuern Naturay Gas Company 
F.P.C. Docxet No. CP66-212 


Exauzsrr Z-2 


Estimated Cost of Facilities Excluding Proposed Exchange 
with Northern Natural Gas Transportation Company 
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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL POWER COMMISSION 


Docket No. CP66-213 


In the Matter of 


NorrHern Narvuray Gas TRANSPORTATION COMPANY 


APPLICATION FOR A CERTIFICATE OF PUBLIC 
(CONVENIENCE AND NECESSITY 


Northern Natural Gas Transportation Company (herein 
referred to as ‘‘Applicant’’ or ‘Transportation Com- 
pany’’) hereby makes application to the Federal Power 
Commission for a Certificate of Public Convenience and 
Necessity pursuant to Section 7 of the Natural Gas Act, as 
amended, authorizing Transportation Company to trans- 
port natural gas in interstate commerce, to exchange nat- 
ural gas with its affiliate Northern Natural Gas Company 
(Northern), to sell natural gas in interstate commerce for 
resale and to construct and operate the necessary facilities 
for such transportation, exchange and sale of natural gas. 
In support of this application Transportation Company 
states and shows the following: 


L 


The exact legal name of Applicant is Northern Natural 
Gas Transportation Company. Applicant is a corporation 
organized under the 
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laws of the State of Delaware with its principal office at 
2223 Dodge Street, Omaha, Nebraska. It is a wholly owned 
subsidiary of Northern. 
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Applicant is authorized to do business in the States of 
Nebraska, Minnesota, Iowa, Illinois, Indiana and Michigan. 


All correspondence, communications and pleadings con- 
cerning this application are to be addressed to each of the 
following: 


W. A. Strauss, President 

Northern Natural Gas Transportation 
Company 

2223 Dodge Street 

Omaha, Nebraska 68102 


F.. Vinson Roach, Vice President and 
General Counsel _ 

Northern Natural Gas Transportation 

Company 

2223 Dodge Street 

Omaha, Nebraska 68102 

Justin R. Wolf, Esquire 

Wolf and Case 

1625 K Street, N. W. 

Washington, D.C. 20006 


IL 


By this application, Transportation Company proposes 
to construct and operate facilities and to render services 
as a mutually exclusive and competitive alternative to the 
facilities and service proposed by Great Lakes Gas Trans- 
mission Company (Great Lakes) in its applications at 
Docket Nos. CP66-110, CP66-111 and CP66-112 and some of 
the service proposed by Michigan Wisconsin Pipe Line 
Company (Mich Wis) in its 
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application at Docket No. CP66-109. Transportation Com- 
pany’s proposal is not mutually exclusive to or competitive 
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with the facilities and service proposed by Midwestern 
Gas Transmission Company (Midwestern) in its applica- 
tions at Docket Nos. CP66-119, CP66-120 and CP66-121. 


Stated simply, Transportation Company proposes to 
transport for the account of Trans-Canada Pipe Lines 
Limited (Trans-Canada) equivalent volumes of gas to 
supply the requirements of markets in Hastern Canada 
as is proposed to be transported by Great Lakes. Trans- 
portation Company also proposes to purchase from Trans- 
Canada and sell and deliver to Michigan Consolidated Gas 
Company (Mich Con) at its Belle River Mills storage field 
and certain communities in the Upper Peninsula of Mich- 
igan, in which Mich Con appears to be or will be the fran- 
chised distributor, the same volumes of gas that Great 
Lakes proposes to purchase from Trans-Canada and resell 
and deliver to Mich Con. In addition, Transportation 
Company proposes certain interim transportation service 


for Mich-Con also similar to that proposed by Great Lakes. 


Transportation Company’s project will entail the con- 
struction of pipeline and compressor facilities having an 
estimated cost of $185,000,000 which is substantially less 
than the cost of the proposed facilities of Great Lakes. 
Transportation Company will also have much lower cost of 
service than Great Lakes. This means that natural gas 
can be transported and delivered for the account of Trans- 
Canada to supply Eastern Canadian markets at substantial 
and significant savings, 

62397 
estimated to be $11,079,000 during the first five years of 
operation with continuing savings beyond the fifth year 
of approximately $3,287,000 annually. Over the life of 
the contract the accumulative savings to Trans-Canada 
would be $76,819,000. Moreover, Transportation Com- 
pany, in the transportation contract proposed herein, 
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agrees not to increase its proposed initial demand and 
commodity charges to Trans-Canada for a period of four 
years from the date of first delivery of Canadian gas to 
Transportation Company. 


At the same time, Transportation Company will supply 
Mich Con’s projected requirements in the Upper Peninsula 
of Michigan and the Belle River Mills storage field at a 
savings of approximately $813,000 during the first five 
years of operation, with continuing savings beyond the 
fifth year of approximately $377,000 annually. 


In order to perform the proposed transportation service, 
Transportation Company proposes to deliver to Northern 
volumes of gas, less fuel used, received from Trans-Canada 
at the international boundary near Emerson, Manitoba. 
Such gas will be transported from Emerson by Transporta- 
tion Company and delivered to Northern at an intercon- 
nection with Northern’s facilities at a point near Sand- 
stone, Minnesota in exchange for the redelivery of equiv- 
alent volumes of natural gas by Northern into the facilities 
of Transportation Company near Ogden, Iowa and near 
Republic, Michigan. The RE portion of the Canadian 
gas delivered to 
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Northern will be physically utilized by Northern to supply 
its presently attached and future markets extending north 
from the twin cities of Minneapolis and St. Paul, Minne- 
sota. The balance of the Canadian gas will be redelivered 
to the Transportation Company at Republic for resale to 
Mich Con and redelivery to Trans-Canada. The gas de- 
livered to Transportation Company by Northern near 
Ogden, Iowa, and thence transported by Transportation 
Company and delivered to Trans-Canada at the interna- 
tional boundary near St. Clair, Michigan, will be gas 
physically produced and purchased in the United States. 
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During the first two years of service, Transportation Com- 
pany will also transport from an interconnection with the 
facilities of Mich Wis near Niles, Michigan, to an inter- 
connection with Trans-Canada’s facilities near St. Clair, 
Michigan for the account of Trans-Canada the same vol- 
umes as Great Lakes proposes to transport from Mich 
Wis facilities at or near the Austin Storage Field to St. 
Clair. Also during the first three years of service, Trans- 
portation Company will transport and deliver to Mich 
Con at Belle River Mills storage field gas delivered to 
Transportation Company at Niles by Mich Wis in the same 
amount as proposed by Great Lakes. 


In addition to the savings in transportation cost to Trans- 
Canada and the resulting benefits to Canadian consumers, 
Transportation Company’s project will benefit Northern 
and its customers because the receipt of Canadian gas into 
the northern portion of Northern’s system 
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in exchange for the redelivery to Transportation Com- 
pany at Ogden, Iowa of gas purchased from domestic 
sources will enable Northern more effectively to utilize 
existing pipeline and storage facilities and will release 
existing pipeline capacity for expansion of sales and serv- 
ice to Northern’s present and future customers, thereby 
eliminating millions of dollars in future investment in 
additional facilities that would be required in the absence 
of the exchange. 


As demonstrated in Northern’s related application, dur- 
ing the next five years Northern estimates that its cus- 
tomers in the northern portion of its system will require 
and thus contract for at least 224,000 Mecf of additional 
contract demand. The proposed exchange of gas with 
Transportation Company will enable Northern to supply 
the estimated increase in contract demand at a net saving 
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of approximately $15,000,000 in additional main line facil- 
ities. The more effective utilization of Northern’s trans- 
mission facilities as the result of the exchange of Canadian 
gas is certain to reduce the unit cost of transporting gas 
on Northern’s system. 


Because of the location of Transportation Company’s 
pipeline facilities and the interconnection of such facilities 
with Northern’s present transmission system, Transporta- 
tion Company’s project opens up the vast United States 
Midwest as future markets’ for Canadian natural gas 
supplies. Particularly when considered in conjunction with 
savings in transportation costs accruing directly from the 
exchange of gas with Northern, the linking of Northern’s 
and Transportation Company’s systems through this 
market 
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area extending from northern Minnesota to the Great 
Lakes, presents a maximum opportunity of utilizing the 
natural gas energy resources of the North American Con- 
tinent on the most efficient and economical basis to the 
benefit of the public interest in both Canada and the 
United States. Transportation Company anticipates that 
beyond the fifth year of operation, its project will result in 
substantial net exports of Canadian gas for consumption in 
the United States. Transportation Company, if certifi- 
cated as requested herein, represents that by the end of the 
sixth year of its operation, it will purchase from Trans- 
Canada or otherwise cause to be marketed, if available, 
a daily volume of not less than 200,000 Mef of gas in addi- 
tion to the volumes Trans-Canada now proposes to export 
to Great Lakes. 


The location of Transportation Company’s facilities and 
the interconnection with domestic sources of gas by means 
of Northern’s facilities offer the maximum protection 
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against interruption of service to both United States and 
Canadian consumers. 


The foregoing factors demonstrate that the optimum way 
in which to supply gas to eastern Canada, when measured 
in terms of the interest of Canadian and United States 
producers and consumers, is by displacement as proposed 
by Transportation Company and Northern, and not by 
direct transportation of western Canadian gas to eastern 
Canada as proposed by Great Lakes, and compel the con- 
clusion that Transportation Company’s project is required 
by the present and future public convenience and necessity. 


62401 
I. 


Transportation Company proposes to render the follow- 
ing service: Commencing in the fall of 1966, Transporta- 
tion Company proposes to receive from Mich Wis at the 
aforementioned point near Niles, Michigan, for the account 
of Trans-Canada, a contract demand volume of 113,000 Mef 
per day and to transport and deliver such volumes so 
received to Trans-Canada at the international boundary 
near St. Clair, Michigan. In 1967 Transportation Com- 
pany proposes to transport approximately 10 million Mef 
for the account of Mich Con from Niles, Michigan to Mich 
Con’s Belle River Mills Storage Field near St. Clair, 


Commencing in the fall of 1967, Transportation Company 
will receive 63,000 Mef per day from Mich Wis near Niles, 
Michigan for transportation and delivery to Trans-Canada 
at St. Clair. In addition, because by the fall of 1967 con- 
struction of all of Transportation Company’s proposed 
pipeline facilities will be completed, Transportation Com- 
pany will transport for the account of Trans-Canada 
392,000 Mef per day; 372,000 Mef per day to be delivered 
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to Trans-Canada at St. Clair and 20,000 Mcf per day to 
be delivered at Sault Ste. Marie. Also commencing in 
1967, Transportation Company will purchase from Trans- 
Canada at Emerson 20,000 Mef per day to be resold by 
Transportation Company to Mich Con at various delivery 
points in the Upper Peninsula of Michigan and the Belle 
River Mills Storage Field. In 1968 and 1969 Transporta- 
tion Company will transport for Mich Con such volumes 
as Mich Con may elect, but not less than 8 billion cubic 
feet nor more than 12 billion cubic feet 
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annually, reduced by the amount purchased by Mich Con 
for delivery from Transportation Company’s facilities at 
the Belle River Mills Storage Field. ; 


Commencing in the fall of 1968, Transportation Company 
will transport for the account of Trans-Canada 530,000 
Mef per day ; 507,000 Mef per day to be delivered to Trans- 
Canada at St. Clair and 23,000 Mef per day to be delivered 
to Trans-Canada at Sault Ste. Marie. Also commencing 
in the fall of 1968, Transportation Company will purchase 
from Trans-Canada at Emerson, and sell and deliver to 
Mich Con at various delivery points in the Upper Peninsula 
of Michigan and at the Belle River Mills Storage Field 
up to 40,000 Mef per day. 


Commencing in the fall of 1969, Transportation Company 
proposes to transport for the account of Trans-Canada, a 
contract demand of 600,000 Mcf per day; 574,000 Mcf per 
day to be delivered to Trans-Canada at St. Clair and 
26,000 Mecf per day to be delivered to Trans-Canada at 


1 Transportation Company in the fall of 1968 will cease receiving gas from 
Mich Wis at Niles, Michigan. All deliveries by Transportation Company 
will thereafter be, by displacement, gas received from Trans-Canada at 
Emerson. 
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Sault Ste. Marie. Also commencing in the fall of 1969, 
and each year thereafter, Transportation Company will 
purchase from Trans-Canada at Emerson and sell and de- 
liver to Mich Con at various delivery points in the Upper 
Peninsula of Michigan and at the Belle River Storage 
Field up to 57,000 Mcf per day. 

Commencing in the fall of 1970 and in each year there- 


after, Transportation Company will transport for the ac- 
count of Trans-Canada 
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a contract demand of 677,000 Mef per day, 648,000 Mef per 
day to be delivered to St. Clair and 29,000 Mcf per day 
to be delivered at Sault Ste. Marie. 


IV. 


The facilities required to be constructed by Transporta- 
tion Company to provide the service hereinbefore described 
will be installed over a five year period. 


The facilities required for the first year service consist 
of 214 miles of 36-inch O.D. pipeline between Niles, Mich- 
igan and the international boundary near St. Clair, Mich- 
igan with 8,080 horsepower at two stations. These factil- 
ities with the necessary measuring facilities at Niles, Belle 
River Mills and St. Clair are estimated to cost $40,406,000 
including interest and overheads. 


The second year facilities consists of three segments; 
the first segment 285 miles of 36-inch O.D. pipeline between 
a point of interconnection with the facilities of Trans- 
Canada on the international boundary near Emerson and 
the interconnection with Northern’s facilities near Sand- 
stone, Minnesota. This segment of line will have two com- 
pressor stations with a total of 15,500 installed horsepower. 
The second segment consists of 417 miles of 36-inch O.D. 
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pipeline between Ogden, Iowa and Niles, Michigan with a 
total of 12,000 installed horsepower at two stations. 


The third segment is 186 miles of 1234-inch O.D. pipeline 
between the point of interconnection with Northern’s exist- 
ing Upper 

62404 

Peninsula line near Republic, Michigan to a point of inter- 
connection with Trans-Canada’s facilities on the interna- 
tional boundary near Sault Ste. Marie, Ontario and four 
various size branch lines and measuring facilities to pro- 
vide service to Michigan Consolidated Gas Company for 
Rapid River, Rudyard, Manistique, Newberry, St. Ignace 
and Sault Ste. Marie, Michigan. An additional 5,500 horse- 
power unit will be added to one station on the Niles to 
St. Clair pipeline. The estimated cost of these facilities 
together with miscellaneous facilities and interest and over- 
heads is $130,193,000. 


During the third, fourth and fifth years, horsepower ad- 
ditions will be made along the above-described pipelines 
as follows: third year additions 27,000 H.P. at an estimated 
cost of $6,532,000; fourth year additions 25,080 H.P. at an 
estimated cost of $4,883,000; and fifth year additions of 
17,500 H.P. at an estimated cost of $3,284,000. 


The total cost of facilities during the first five years is 
$185,298,000. The location, description and cost of the 
above-described facilities is set forth in detail in Exhibits 
F, G, G-II and K attached hereto. 

The cost of these facilities will be financed as needed by 
the sale to Northern Natural Gas Company of Common 
Stock and notes in 1966 and 1967 in the following amounts: 

1966 1,500,000 shares of common stock 
at $10 par value $15,000,000 
Sinking fund promissory notes 25,000,000 
Interim notes 500,000 
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3,500,000 shares of common stock 
at $10 par value $35,000,000 
Sinking fund promissory notes 75,000,000 
Interim notes 19,000,000 


Funds for the third, fourth and fifth years construction 
requirements will be generated from internal sources. 

As set forth in detail in Exhibit N attached hereto, Trans- 
portation Company’s proposal is economically feasible 
in that it will produce a rate of return to Transportation 
Company 6.56 per cent in the third year and in the fifth 
year, which is the year when all the facilities will be in 
operation, of 6.78 per cent. 

V. 


Upon issuance of the certificate of public convenience and 
necessity requested herein and the commencement of the 


operations proposed, Transportation Company will become 
a Natural Gas Company under the Natural Gas Act as 
amended, and as such, states that it is able and willing 
properly to do the acts and perform the services for which 
application is herein made, and in so doing, to conform to 
the provisions of the Natural Gas Act and the Rules and 
Regulations promulgated thereunder. 


Applicant is concurrently filing related applications for 
a Presidential Permit and an application to import and ex- 
port natural gas. Northern Natural Gas Company is also 
filing concurrently a related application to exchange nat- 
ural gas with Applicant. Applicant knows of no other 
applications that is required to be filed by any other person. 


62406 
Grant of the application would require a modification of 
the Application of Michigan Wisconsin Pipe Line Company 
at Docket No. CP66-109. 
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VI. 

Following is a list of all exhibits which are attached 
hereto as required by Section 157.14 of the Commission’s 
Regulations under the Natural Gas Act, as amended. 
Where data and information is incorporated by reference, 
a statement of incorporation will be found under the ap- 
propriate exhibit. If data is omitted, a statement justify- 
ing such omission will also be found under the appropriate 
exhibit. 


(1) Exhibit A—Articles of Incorporation and Bylaws 
(2) Exhibit B—State Authorizations 

(3) Exhibit C—Company Officials 

(4) Exhibit D—Subsidiaries and Affiliations 

(5) Exhibit E—Other Pending Applications and Filings 


(6) Exhibit F—Location of Facilities 
(7) Exhibit G—Flow Diagrams 
(8) Exhibit G-I—Flow Diagrams Reflecting Maximum 
Capabilities 
(9) Exhibit G-II—Flow Diagram Data 
(10) Exhibit H—Total Gas Supply Data 
(11) Exhibit I—Market Data 
(12) Exhibit J—Conversion to Natural Gas 
(13) Exhibit K—Cost of Facilities 
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Contract C 
PRO FORMA 
GAS PURCHASE CONTRACT 
BreTween 


NORTHERN NATURAL GAS TRANSPORTATION 
COMPANY 


and 
TRANS-CANADA PIPE LINES LIMITED 


Dated: 


Sale of Gas by 
Trans-Canada Pipe Lines Limited to 


Northern Natural Gas Transportation Company 
For Resale and Fuel Purposes 
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5. The term ‘‘Mcf’’ shall mean 1,000 cubic feet of gas. 


6. The term ‘‘British thermal unit’? shall mean the 
amount of heat required to raise the temperature of one 
pound of water one degree Fahrenheit at 60 degrees 
Fahrenheit. 


7. The term ‘‘total heating value,’”? when applied to a 
cubic foot of gas, means the number of British thermal 
units produced by the combustion in a recording calorimeter 
at constant pressure, of the amount of gas which would 
occupy a volume of one cubic foot at a temperature of 60 
degrees Fahrenheit, if saturated with water vapor, and 
under a pressure equal to that of 30 inches of mercury at 32 
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degrees Fahrenheit and under standard gravitational force 
(acceleration of 980.665 cm. per second) with air of the 
same temperature and pressure as the gas, when the prod- 
ucts of combustion are cooled to the initial temperature of 
the gas and air, and when the water formed by combustion 
is condensed to the liquid state. 


8. The term ‘‘contract quantity,’’ as herein used, shall 
mean the maximum quantity of gas per day which Trans- 
Canada is obligated to deliver under Section 1 of Article 
II hereof, at the particular time. 


9. The term ‘‘scheduled daily delivery’’ shall mean the 
volume of natural gas, up to the contract quantity, which 
during any one day Buyer requests Trans-Canada to 
deliver. 


Articte II—Detiverrs 


1. Trans-Canada will sell and make available for delivery 
to Buyer each day beginning on the date of the initial de- 
livery of gas herein provided for and continuing for the 
entire term of this agreement, in accordance with the sched- 
ule hereinafter provided in respect of each contract year 
as shown, the following quantities of natural gas: 


62509 
Contract Quantity 
During the First Contract Year 32,982 Mef Per Day 
During the Second Contract Year 58,834 Mef Per Day 
During the Third Contract Year 83,294 Mecf Per Day 


During the Fourth Contract Year 
and thereafter each year for the 
remaining years of the contract 88,891 Mcf Per Day 
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and Buyer will purchase and receive the quantities of gas 
so delivered by Trans-Canada and pay for such gas whether 
taken or not as provided in Articles VIII and IX of this 
agreement. 


° ° e es e e e e 
62531 
Contract A 
PRO FORMA 
GAS TRANSPORTATION CONTRACT 
BETrwEeNn 
TRANS-CANADA PIPE LINE LIMITED 
and 
NORTHERN NATURAL GAS TRANSPORTATION 
COMPANY 
Dated : 


Transportation-exchange service by 
Northern Natural Gas Transportation Company for 
Trans-Canada Pipe Lines Limited 


62535 
ArticLe 2—SERvICES 


2.1 Beginning on the date of initial delivery of gas here- 
under, and continuing for a period of two contract years, 
Trans-Canada shall cause to be delivered by, and Trans- 
porter shall be obligated to receive from, Michigan Wis- 
consin for Trans-Canada’s account at Niles, Michigan and 
Transporter shall transport and redeliver to Trans-Canada 
each day at St. Clair, Michigan (hereinafter referred to as 
the ‘‘Niles-St. Clair transportation-exchange service’’) the 
scheduled daily deliveries which Trans-Canada requests 
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Michigan Wisconsin to deliver to Transporter up to the 
following contract quantities : 


62536 
Contract Quantity 


2.11 During the First Contract 
Year 113,000 Mef Per Day 


2.12 During the Second Contract 
Year 63,000 Mcf Per Day 


Such deliveries to Transporter for Trans-Canada’s account 
at Niles, Michigan, shall terminate at the end of the second 
contract year. 


2.2 Beginning on the date of commencement of operation 
of Transporter’s transmission system from Emerson, Mani- 
toba, Ogden, Iowa and Republic, Michigan, the second year 
of deliveries hereunder, and continuing for the entire term 
of this agreement, Transporter shall be obligated to receive 
from Trans-Canada at Emerson and transport, exchange 
and redeliver to Trans-Canada each day at Sault Ste. 
Marie, Michigan and St. Clair, Michigan (hereinafter re- 
ferred to as the ‘“‘Emerson-St. Clair transportation-ex- 
change service”’) the scheduled daily deliveries up to the 
following contract quantities : 

Daily Contract Quantity (Mcf) 
Delivered 


Sault Received 
Ste. Marie St. Clair Emerson 


ing the Second Contract Year, 
exclusive of the Contract Quanti- 
ties set forth in 2.12 above 20,000 372,000 392,000 
During the Third Contract Year 23,000 507,000 530,000 
During the Fourth Contract Year 26,000 574,000 600,000 
During the Fifth Contract Year 
and thereafter each year for the 
remaining years of the contract 29,000 648,000 
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62613 


NorrHern Naturar Gas TRANSPORTATION COMPANY 
F.P.C. Docker No. CP 


(13) EXHIBIT K 
Cost of Facilities 
62615 


NorrHern Naturar Gas TRANSPORTATION COMPANY 
Summary or Estmatep Cost 


First Year Cost $ 40,406,000 


Second Year Cost 130,193,000 
Cumulative Total $170,599,000 


Third Year Cost 6,532,000 


Cumulative Total 177,131,000 


Fourth Year Cost 4,883,000 
Cumulative Total 182,014,000 


Fifth Year Cost $ 3,284,000 
Cumulative Total $185,298,000 
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NorrHern Naturar Gas TRANSPORTATION CoMPANY 
F-.P.C. Docxer No. CP66-213 


(18) EXHIBIT P 
Tariff 
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UNITED STATES OF AMEBICA 
FEDERAL POWER COMMISSION 
Docket No. CP66-212 
Norrnern Natugat Gas Company 
Docket Nos. CP66-213, CP66-214, CP66-215 


NorrHern Naturay Gas TRANSPORTATION CoMPANY 


Joint Motion for Rejection or Dismissal of Applications 


Come now Great Lakes Gas Transmission Company 
(‘Great Lakes’’?) and Trans-Canada Pipe Lines Limited 
(‘*Trans-Canada’’), and, pursuant to Section ,1.12 of the 
Commission’s Rules of Practice and Procedure, respect- 
fully request that the Commission promptly reject or dis- 
miss the applications of Northern Natural Gas Company 
(‘“‘Northern’”’) and its subsidiary Northern Natural Gas 


Transportation Company (‘‘Northern’s Subsidiary’’) in 
the above matters. 


In support hereof, it is respectfully shown: 


I 


The applications of Northern and Northern’s Subsidiary 
are replete with erroneous statements and faulty economic 
arguments. We will refer briefly to some of the more obvi- 
ous defects in those applications in an Appendix to this Mo- 
tion. However, quite apart from such defects, there are 
several basic and irremediable deficiencies which alone re- 
quire prompt rejection or dismissal of the applications. 


62810 


The proposal of Northern and its Subsidiary is not a pos- 
sible or viable ‘‘alternative’’ to the joint project of Trans- 
Canada, Great Lakes, Midwestern, Michigan Wisconsin and 
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Michigan Consolidated. As hereinafter demonstrated, 
Northern and Northern’s Subsidiary do not have and can- 
not obtain the supply of western Canadian natural gas upon 
which their entire proposal is based and which is ‘‘the bed- 
rock’’ of the finding of an ‘‘able and willing’’ applicant 
under Section 7(e) of the Natural Gas Act.2 They also can- 
not show the ability to make the sales to Trans-Canada for 
its eastern Canadian markets or the sales to Michigan Wis- 
consin and Michigan Consolidated upon which their project 
is equally dependent. 


The proposal of Northern and Northern’s Subsidiary 
therefore cannot be approved, and it would be unthinkable 
to permit their belated filing to delay the prompt disposi- 
tion of the Great Lakes project, which will provide the addi- 
tional natural gas that eastern Canadian consumers must 
have by next Fall. 


In view of the time that has already elapsed since Great 
Lakes filed its first application on November 5, 1964 in 
Docket No. CP66-129 and the urgent need for additional gas 
in eastern Canada, Trans-Canada considers it essential in 
the public interest that the Commission be fully advised of 
its position. For the reasons set forth in the attached Affi- 
davit of James W. Kerr, Chairman of the Board and Presi- 
dent of Trans-Canada, it is unwilling to and could under no 
circumstances participate in 


62811 
the project of Northern and Northern’s Subsidiary. 
aus 
Northern has gratuitously and erroneously assumed: 


(1) that Trans-Canada is willing (which it is not) to de- 
liver to Northern’s Subsidiary at Emerson, Manitoba, for 


1 Northern Natural Gas Company, 11 F.P.C. 174, 189 (1952). 
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consumption by Northern’s markets in the United States, 
the volumes of western Canadian natural gas which Trans- 
Canada has contracted to deliver to its subsidiary, Great 
Lakes, for transportation and re-delivery by Great Lakes 
to Trans-Canada for its eastern Canadian markets; 


(2) that Trans-Canada is willing (which it is not) to pur- 
chase from Northern’s Subsidiary at Sarnia and Sault Ste. 
Marie, Ontario, the additional natural gas required by 
Trans-Canada’s markets in eastern Canada; 


(3) that Trans-Canada will be willing (which it is not) 
to pay the 3¢ per Mcf Canadian import duty on every Mef 
of gas Northern’s Subsidiary would export to Canada; 


(4) that Michigan Wisconsin is willing (which it is not) 
to purchase an additional 113,000 Mef per day of Canadian 
gas from Midwestern at Marshfield, Wisconsin, and there- 
after utilize such gas for its markets even though the Great 
Lakes project is not approved ;? 
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(5) that Michigan Wisconsin is willing (which it is not) 
to deliver the 113,000 Mcf per day by displacement to 
Northern’s Subsidiary at Niles, Michigan to enable it to 
build a pipeline to Sarnia, instead of delivering such gas to 
Great Lakes for the account of Trans-Canada in the Austin 
Field area; 


(6) that Michigan Consolidated is willing (which it is 
not) to purchase up to 57,000 Mef per day of Canadian gas 
from the proposed pipeline of Northern’s Subsidiary in the 
Upper Peninsula of Michigan; and 


2See Concurrence being filed by Michigan Wisconsin and Michigan Con- 
solidated in this Motion For Rejection or Dismissal of Applications. 
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(7) that Midwestern is willing (which it is not) to par- 
ticipate in the proposal of Northern and Northern’s Sub- 
sidiary if the Great Lakes project is not approved.* 


As pointed out in Mr. Kerr’s affidavit attached hereto, 
from the standpoint of Trans-Canada it is essential that its 
markets in eastern Canada be served directly with gas from 
the prolific gas reserves of western Canada. Further, an 
integral and indispensable aspect of the Great Lakes proj- 
ect is the fact that Trans-Canada will be a joint owner of 
Great Lakes and will participate actively in its manage- 
ment. When the future needs of the markets in eastern 
Canada require the transportation by Great Lakes of addi- 
tional volumes of western Canadian gas beyond those cov- 
ered by the present applications, Trans-Canada will be as- 
sured that such transportation will be provided and at a 
reasonable cost. 

62813 


On the other hand, under the proposal of Northern and 
Northern’s Subsidiary, the deliveries of western Canadian 
gas at Emerson would be utilized by Northern and its cus- 
tomers, whereas the deliveries to the eastern Canadian 
markets of Trans-Canada would be dependent upon North- 
ern’s gas reserves and deliverability* and the prior claims 
of Northern’s other customers.5 


With respect to increased deliveries in the future beyond 
those covered by the present applications, Trans-Canada 


3 See Concurrence being filed by ‘Midwestern in this Motion For ere 
or Dismissal of Applications. 


4The questionable adequacy of Northern’s gas reserves and deliverability 
have been the subject of extensive controversy for many years. See, ¢.g. 
Northern Natural Gas Company, et al., 22 F.P.C. 164, 169 (1959); and 25 
F.P.C. 1234, 1236 (1961). 


5 See, e.g. Panhandle Eastern Pipe Line Company, 5 F.P.C. 472, 475 (1946) ; 
Tennessee Gas Transmission Company, 12 F.P.C. 311, 313-315 (1953); and 
Panhandle Eastern Pipe Line Company, 15 F.P.C. 46, 67 (1956). 
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would be entirely in the hands of Northern. Northern 
might be unwilling or unable to expand its facilities to take 
increased volumes at Emerson; or Northern might decide 
that its own interests would best be served if Trans-Canada 
were forced to purchase increased volumes from United 
States sources for eastern Canada without any increase in 
deliveries of Canadian gas at Emerson. Moreover, the 
price charged by Northern’s Subsidiary would not be sub- 
ject to rate regulation by the Federal Power Commission, 
and any excess profits thus obtained could be retained by 
the seller. The fact 
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that Northern quite properly would be concerned primarily 
with the demands of its domestic customers would neces- 
sarily place Trans-Canada and its customers in a secondary 
and dependent position. 


Under no circumstances, therefore, could Trans-Canada 


entertain the possibility of entrusting its obligation to serve 
eastern Canada to the agreement of an unaffiliated corpora- 
tion having different and potentially conflicting interests. 


Ii 


The situation here presented is wholly outside the Ash- 
backer rule” that a comparative hearing is required on mu- 
tually exclusive, bona fide applications which have been 
timely filed. This is particularly true since the applicant is 
not ‘‘able’’ and therefore not ‘‘qualified’’ to perform the 
service it proposes.® 


See Border Pipe Line Company v. Federal Power Commission, 171 F. 2d 
149, 152 (1948). 

7 Ashbacker Radio Corporation v. Federal Communications Commission, 326 
U.S. 327 (1945). 

8See Storer Broadcasting Company v. United States, 220 F. 2d 204, 207 
(1955) ; Mass Communications, Inc. v. Federal Communications Commission, 
266 F. 2d 681, 683 (1959); Ranger v. Federal Communications Commission, 
294 F. 2d 240, 243 (1961); and Century Broadcasting Corporation v. Federal 
Communications Commission, 310 F. 2d 864 (1962). 
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The decision of the District of Columbia Court of Ap- 
peals in the Midwestern case is the most extreme extension 
of the Ashbacker rule. However, there, as the Court em- 
phasized, Midwestern had a gas supply under contract and 
there was a long-pending large unsatisfied demand for 
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additional natural gas in the area it proposed to serve.° 


Here, on the other hand, Northern and its Subsidiary 
have neither gas supply nor market and, most important, 
they have no possibility of obtaining either. Thus, the pro- 
posal of Northern and Northern’s Subsidiary is not a viable 
alternative to the Great Lakes project. Since no action by 
this Commission could result in consummation of the North- 
ern proposal, a long, expensive hearing with respect to that 
proposal would be an exercise in futility with serious con- 
sequences to eastern Canada. 


Nothing in the Ashbacker doctrine requires that the Com- 
mission go through a useless and unproductive exercise of 
this kind. A ‘‘more desirable alternative’ presupposes the 
existence of an alternative which, if found by the Commis- 
sion to be ‘‘more desirable,”’ might be adopted and become 
an actuality.° But here Trans-Canada has concluded, un- 
equivocally, that the only acceptable alternative to the Great 
Lakes project is to loop its existing line in Canada. Thus, 
the proposal of Northern and Northern’s Subsidiary is not 
in any sense an alternative. 


IV 


A separate and equally dispositive reason why the appli- 
cations of Northern and Northern’s Subsidiary must be re- 


9 Midwestern Gas Transmission Company v. Federal Power Commission, 258 
F. 2d 660 (1958), dismissed as moot, 358 U.S. 280. 


10 City of Pittsburgh v. Federal Power Commission, 237 F. 2d 741, 751, 
fn. 28 (1956). 


608 


(62816) 


jected or dismissed is that their proposal is entirely de- 
pendent upon approvals by Canadian authorities 


62816 
which Trans-Canada will not request and could not support. 


Part VI of the National Energy Board Act of Canada 
prohibits the exportation of natural gas unless authorized 
by an export license issued by the Board which ‘‘shall sat- 
isfy itself’? that ‘‘the quantity of gas or power to be ex- 
ported does not exceed the surplus remaining after due 
allowance has been made for the reasonably foreseeable re- 
quirements for use in Canada having regard to trends in 
the discovery of gas in Canada.’’? Moreover, the Regula- 
tions under the Act require the applicant for an export 
license to present ‘‘evidence to demonstrate that the volume 
of gas to be exported is surplus’’ within the meaning of 
the Act. 


Under the Great Lakes proposal, the 113,000 Mcf per day 
(plus fuel) to be sold by Trans-Canada to Midwestern at 
Emerson has already been found by the Board to be ‘‘sur- 
plus,’’ ™ and only the 57,000 Mef per day (plus fuel) to be 
sold by Great Lakes to Michigan Consolidated remains to 
be approved. No such showing by Trans-Canada or finding 
by the Board is required with respect to the volumes (of up 
to 677,000 Mcf per day) of Canadian gas which Great Lakes 
will transport for Trans-Canada to the eastern Canadian 
markets. 


On the other hand, under the proposal of Northern and 
Northern’s Subsidiary all of the volumes to be received at 
Emerson would have to be shown by Trans-Canada and 
found by the Board to be ‘‘surplus,’’ since such 


11 National Energy Board Licence No. GL-18 issued the 4th day of August, 
1965. 
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gas would be exported from Canada within the meaning of 
the National Energy Board Act. 


Assuming that the proposed deliveries by Northern’s 
Subsidiary to eastern Canada would be taken into consid- 
eration as an offset to the Canadian gas delivered at Emer- 
son, Trans-Canada would still have to prove to the satisfac- 
tion of the Energy Board that Northern’s reserves and de- 
liverability, in excess of the present and future require- 
ments of Northern’s United States customers, are at least 
equal to those of Trans-Canada in western Canada avail- 
able for delivery to Great Lakes. 


Northern’s Subsidiary also assumes that it will be able to 
sell to Trans-Canada the same volumes of gas that would 
be transported and delivered by Great Lakes for Trans- 
Canada. However, the National Energy Board Act pro- 
hibits the importation of gas into Canada unless authorized 
by an import license issued by the Board. Moreover, the 
Regulations under the Act require that an applicant for an 
import license shall present ‘‘evidence to the effect that the 
sellers of the gas to be imported have adequate reserves to 
deliver gas in the quantities stipulated in the gas purchase 
contracts over the period of the contract.”’ 


Under the Great Lakes proposal, the delivery of Cana- 
dian gas to eastern Canada will be supported by Trans- 
Canada’s showing of its available gas supply in western 
Canada. On the other hand, the proposal of Northern and 
Northern’s Subsidiary would require a complete showing 
by Trans-Canada before the Board with respect to the ade- 
quacy of Northern’s available gas supply 
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and deliverability as well as the present and future require- 
ments of Northern’s customers in the United States. 
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Even if Trans-Canada were willing to attempt to do SO, 
it could not make the showing before the Board which 
Northern’s proposal would require. 


Vv 


Finally, it should be emphasized that the Ashbacker rule 
is limited to ‘‘bona fide’’ applications which are ‘¢timely 
filed’? * and it is clear that the applications that Northern 
and Northern’s Subsidiary have filed do not meet either 
requirement. 


During the period of more than a year after Great Lakes 
filed its first application on November 5, 1964 (in Docket 
Nos. CP65-129, et al.), Northern never indicated that it had 
the slightest interest in Canadian gas or any intention of 
filing a competitive proposal. In fact, the President of 
Northern sent a letter to the Chairman of the Commission 
under date of November 13, 1964, expressing his concern 


that the disposition of Northern’s then pending application 
to provide natural gas service to the Mesabi Iron Range of 
Minnesota not be delayed by the filing of Great Lakes’ ap- 
plication.* Moreover, in Phase II of the Northern pro- 
ceeding Northern strenuously opposed the request of its 
customers that its application to 
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construct the lateral and provide service in the Upper 
Peninsula of Michigan should be consolidated with the 


12 Ashbacker Radio Corporation v. Federal Communications Commission, 
326 U.S. 327, 328 (1945). 


13 Great Lakes assured the Chairman of the Commission and the President 
of Northern by letter of December 1, 1964 that Great Lakes had no intention 
to delay Northern’s proposed service to United States markets and Great 
Lakes did not do so, 
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then pending Great Lakes’ application and the Commission 
sustained Northern’s position.“ 


The Commission in its order of June 11, 1965 (in Docket 
Nos. CP65-171, et al.) prescribed June 23, 1965 as the 
“cont off?’ date for the filing of any competitive proposals 
and there was no indication from Northern that it was even 
considering such a proposal. As the Commission there- 
after made clear, that order ‘‘afforded all interested parties 
an equal opportunity to make timely filings of any proposal 
competitive with the instant filings, or any portion thereof”’ 
(See Order of July 23, 1965 in Docket Nos. CP65-171, e¢ al.). 
There have been no changes in the route or the pipeline 
facilities of Great Lakes and nothing has since occurred 
which would justify any extension of the ‘“‘cut off’? date 
and the filing by Northern of a competitive proposal. 


The present Great Lakes project was fully described in 
the petitions which Michigan Wisconsin, Great Lakes and 
Midwestern filed on August 2, 1965 for permission to with- 
draw their prior applications. Again, nothing was heard 
from Northern, which waited until November 22, 1965—the 
last day for the filing of interventions with respect to the 
present Great Lakes project—before asserting for the first 
time in its petition to intervene that on or before December 
30, 1965 it would file a ‘‘competitive’’ project 
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‘twhich will render the services being proposed by Great 
Lakes, Michigan Wisconsin, and Midwestern’? and which 
would require a ‘‘comparative, consolidated’’ hearing. 


In its answer in opposition to Northern’s petition to 
intervene Trans-Canada clearly stated (pp. 5-6) that 
«cs. . . under no circumstances would Trans-Canada be 


14 See Opinion No. 463 (p. 8) and order of June 2, 1965 in Docket No. 
CP64-255 (Phase II). : 
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willing to sell its Canadian gas to Northern Natural under 
its ‘alternative’ proposal or to purchase United States 
gas from Northern Natural under its ‘alternative’ pro- 
posal.’’ Having thus been fully advised of Trans-Canada’s 
position, Northern necessarily knew when it filed its 
application and the application of its Subsidiary on 
December 30, 1965 that its so-called ‘‘competitive”’ proposal 
was unacceptable and could not be approved. 


The tactics Northern has adopted conclusively demon- 
strate that its belated application and that of its new- 
found and wholly unexplained Subsidiary are not “bona 
fide’’ applications within the Ashbacker rule and that 
Northern’s sole purpose is to delay or defeat the Great 
Lakes project in order to forestall any possibility of 
potential competition in the Mesabi Iron Range of Minne- 
sota and the Upper Peninsula of Michigan. 


ConcLusion 


Whether gas that is vital to eastern Canada will be 
supplied this fall rests upon the Commission’s decision 
on this Motion. If the applications of Northern and 
Northern’s Subsidiary are dismissed, gas will be available 
in timely fashion and in the quantities desired. 
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If a consolidated hearing is held, it is obvious that eastern 
Canada will be unnecessarily delayed in obtaining gas it 
needs. Northern’s desire to prevent Great Lakes from 
traversing an area with its pipeline which Northern 
apparently regards as its exclusive preserve should under 
no circumstances be permitted to frustrate the urgent needs 
of consumers in a vast area of Canada served by Trans- 
Canada. 


(62821) 


The applications of Northern and Northern’s Subsidiary 
should therefore be promptly rejected or dismissed. 


Respectfully submitted, 


Great Lakes Gas Transmission CoMPANY 
Trans-Canapa Prez Loves Lumrrep 


By N. Jouw McNen, Vice President 
Braprorp Ross 
Ross, Marsh and Foster 
725 - 15th Street, N. W. 
Washington, D. C. 20005 
Attorney for 
Great Lakes Gas Transmission Company 
and 
Trans-Canada Pipe Lines Limited 
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CANADA 
PROVINCE OF ONTARIO ¢ 88: 
County or YorK 


In the matter of the Federal Power Commission of the 
United States of America, and in the matter of ap- 
plications of Northern Natural Gas Company and 
Northern Natural Gas Transportation Company at 
Docket Nos. CP66-212, 213, 214 and 215. 


Affidavit of James Winslow Kerr 


I, James Winslow Kerr of the City of Toronto, in the 
Province of Ontario, executive, make oath and say: 


1. That I am Chairman of the Board and President of 
Trans-Canada Pipe Lines Limited (Trans-Canada), a 
Canadian corporation which transports natural gas from 
Alberta in western Canada to markets in central and eastern 
Canada through an all-Canadian pipeline system. Trans- 
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Canada is joint owner of Great Lakes Gas Transmission 
Company (Great Lakes), whose applications for a cer- 
tificeate of public convenience and necessity and for export 
and import permits are now pending before the Federal 
Power Commission in Docket Nos. OP66-110 et al. Such 
applications propose the construction and operation of 
facilities in the United States by Great Lakes to transport 
gas for Trans-Canada from the Canadian-United States 
boundary at Emerson, Manitoba, to the International 
Boundary near St. Clair and Sault Ste. Marie, Michigan. 
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2. That on December 30, 1965, Northern Natural Gas 
Company (Northern) and its wholly-owned subsidiary, 
Northern Natural Gas Transportation Company (North- 
ern’s Subsidiary), filed applications with the Federal Power 
Commission in Docket Nos. CP66-212 et al. proposing the 


purchase of natural gas from Trans-Canada at Emerson 
and the delivery of gas to Trans-Canada at St. Clair and 
Sault Ste. Marie, in volumes equivalent to those proposed 
to be transported by Great Lakes for Trans-Canada. 


3. That Trans-Canada has carefully reviewed and con- 
sidered the applications filed by Northern and Northern’s 
Subsidiary and Trans-Canada has concluded that it can- 
not and will neither sell natural gas to, nor buy natural 
gas from, Northern’s Subsidiary as proposed in the ap- 
plications of Northern and Northern’s Subsidiary. Trans- 
Canada has further concluded that, if the Great Lakes 
project is not approved by the Federal Power Commis- 
sion without undue delay, Trans-Canada will be forced 
to meet its obligations in eastern Canada by looping its 
existing pipeline system in Canada. 


4. That Trans-Canada’s decisions in this regard are 
based upon considerations which it is convinced are re- 
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quired by the interests of the public it serves. Briefly 
stated, they are as follows: 


(a) Trans-Canada cannot entrust its ability to carry 
out its obligation to serve the increasing needs of its 
Canadian markets to companies in whose policies Trans- 
Canada would have no voice. Under Northern’s 
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proposal, Trans-Canada would be under the obligation, 
whenever it needs future gas supplies for eastern Canada, 
to request Northern and Northern’s Subsidiary to accept 
additional Canadian gas and to expand their facilities to 
supply the gas. This might or might not be in Northern’s 
interests at that particular time, and in any event it might 
not be in the interests of Northern’s other customers. 
Trans-Canada is unwilling to commit its ability to meet its 
obligations in eastern Canada to Northern and Northern’s 
Subsidiary or to involve itself in the numerous proceedings 
relating to the Northern system. 


(b) Trans-Canada’s ability to supply its Canadian mar- 
kets is based upon the extensive gas reserves it controls in 
western Canada. If Trans-Canada purchased gas from 
Northern’s Subsidiary, Trans-Canada’s gas supply for 
eastern Canada would be dependent upon the gas reserves 
and deliverability of Northern, which I am informed and 
believe are substantially less than those of Trans-Canada. 
Trans-Canada is unwilling to reduce its total gas reserve 
position by becoming a customer of Northern or its 
subsidiary. 


(ce) Active control and ownership of the pipeline by 
which gas is transported from western to eastern Canada 
are essential to Trans-Canada’s operations. ‘Trans-Canada 
must participate in the design, engineering and develop- 
ment of the line linking its western and eastern systems, 
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and there must be the closest possible coordination of 
expansion programs and day-to-day operating relation- 
ships. The Great Lakes project constitutes, 
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in effect, a loop of Trans-Canada’s present system. The 
proposals of Northern and Northern’s aes do not 
meet these essential requirements. 


(d) The Northern applications show on their face that 
its project would require the construction of considerably 
more facilities than are required by the Great Lakes project 
and would traverse populous areas involving some of the 
most expensive construction costs in the United States. 
Trans-Canada is convinced that the alleged savings claimed 
by Northern and Northern’s Subsidiary in their applica- 
tions are unfounded and illusory. This is quite apart from 


the additional cost to Trans-Canada of paying the 3¢ per 
Mef Canadian import duty. 


(e) Trans-Canada is convinced that Northern’s pro- 
posal, which would traverse the service areas of many of 
the major pipeline systems in the United States, could 
result in prolonged and controversial proceedings that 
would unnecessarily delay additional gas supplies for 
eastern Canada. 


J. W. Kerr 


Sworn before me at the City of Toronto in the Province 
of Ontario, this eighth day of January, 1966. 


W. L. S. Trivett 
A Notary Public in and for the Province of Ontario. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. CP66-212 


NorrHern Natura Gas Company 


Docket Nos. CP66-213, CP66-214, CP66-215 
NortHern Natura, Gas Transportation CoMPANY 


Concurrence in Joint Motion for Rejection or Dismissal 
of Applications 


Come now Michigan Wisconsin Pipe Line Company 
(‘‘Michigan Wisconsin’’) and Michigan Consolidated Gas 
Company (‘‘Michigan Consolidated’’) and hereby concur 
in the Joint Motion of Great Lakes Gas Transmission Com- 
pany (‘‘Great Lakes’’) and Trans-Canada Pipe Lines 
Limited (‘‘Trans-Canada’’) for a prompt rejection or dis- 
missal of the applications of Northern Natural Gas Com- 
pany (‘‘Northern’’) and its subsidiary, Northern Natural 
Gas Transportation Company (‘‘Northern’s Subsidiary’’), 
in the above matters. 


In support thereof, it is respectfully shown: 
I 


The applications of Northern and Northern’s Subsidiary 
are not ‘‘bona fide’’ and were not timely filed and therefore 
do not require or justify a comparative hearing under the 
Ashbacker rule.1_ There are fundamental and dispositive 
differences in both respects between the so-called ‘‘com- 
petitive’ project of Northern and Northern’s Subsidiary 
and the alternative proposal which Michigan Wisconsin 


1 Ashbacker Radio Corporation v. Federal Communications Commission, 326 
U.S. 327, 328 (1945). 
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and Midwestern filed last May in Docket Nos. CP65-349, 
et al. 
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While Northern may argue that it is entitled to a com- 
parative hearing on its proposal because the Commission 
by order of June 11, 1965 scheduled a consolidated proceed- 
ing on the alternative proposal of Midwestern and Michigan 
Wisconsin, there are fundamental differences in the factual 
situation which then existed and the facts relating to North- 
ern’s proposal. 


While Trans-Canada indicated its opposition to the Mid- 
western-Michigan Wisconsin proposal, Trans-Canada did 
not state it would not sell gas to Midwestern or buy gas 
from Michigan Wisconsin under the exchange arrangement 
then being proposed. Now, however, Trans-Canada has 


stated unequivocally in its motion to reject or dismiss 
Northern’s applications and the attached affidavit of its 
chief executive officer, that it would under no circumstances 
deliver gas to or purchase gas from the proposed project 
of Northern. Trans-Canada also did not then state, as it 
has in the motion and affidavit, that if the Great Lakes 
project is not approved ‘‘Trans-Canada will be forced to 
meet its obligations in eastern Canada by looping its exist- 
ing pipeline system in Canada.’’ Indeed, the unequivocal 
statement by Trans-Canada to Michigan Wisconsin for the 
first time in the summer of 1965 that Trans-Canada would 
not, under any circumstances, participate in the Midwest- 
ern-Michigan Wisconsin exchange arrangement led to with- 
drawal of those applications and the formulation of the 
present Great Lakes project. 


The foregoing is conclusively demonstrated by a brief 
review of the background of the Great Lakes project in its 
present form. 


619 


62838 
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For many years Michigan Wisconsin and its customers 
have been the largest purchasers of Canadian natural gas 
in the United States east of the Rocky Mountains. In 
sharp contrast to Northern, which was not interested in 
the purchase of any Canadian gas, the agreement of Michi- 
gan Wisconsin to purchase the major portion (158,000 
Mcef per day) of the 204,000 Mef per day of Canadian gas 
Midwestern would purchase from Trans-Canada was an 
essential element in the approval and financing of the 
Northern System of Midwestern. Also integral parts of 
the original arrangement were Midwestern’s prior option 
to purchase the next 204,000 Mcf per day of Canadian gas 
Trans-Canada thereafter had available for export and 
Michigan Wisconsin’s prior option to purchase its pro rata 
share of such additional Canadian gas from Midwestern? 


In 1961, Trans-Canada requested Michigan Wisconsin 
to participate and assist in the formulation of a project 
for transporting western Canadian gas through the United 
States for the eastern Canadian markets. Michigan Wis- 
consin agreed to do so, and over the next two years con- 
tributed a total of over $55,000 toward the cost of such 
studies, which were made by Williams Brothers Company, 
the last payment having been made in September, 1963. 
In addition, Michigan Wisconsin personnel made numerous 
studies, presented various proposals and cooperated fully 
with Trans-Canada in attempting to develop a joint project. 


Trans-Canada and Michigan Wisconsin were unable to 
formulate a 
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joint proposal and Trans-Canada decided to seek authoriza- 
tion through its subsidiary, Great Lakes, for the construc- 


2 Midwestern Gas Transmission Company, et al., 22 F.P.C. 775, 779 (1959). 
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tion of a 36-inch pipeline from Emerson, Manitoba to Sarnia 
and Sault Ste. Marie, Ontario without any participation by 
Michigan Wisconsin or Midwestern. It was Michigan Wis- 
consin’s view that in lieu of the initial Great Lakes proposal 
as filed on December 14, 1964 in Docket Nos. CP65-171, 
et al., it would be more economical if Michigan Wisconsin 
utilized its existing system to permit delivery by substitu- 
tion of Canadian gas received in the West and delivered 
in the East. In the petition to intervene in the Great Lakes 
proceeding, which Michigan Wisconsin filed on February 
1, 1965, it indicated that ‘‘the possibility of a more desirable 
alternative’’ should be explored.* 


As soon as Michigan Wisconsin and Midwestern had com- 
pleted their studies with respect to their exchange arrange- 
ment, they requested a meeting with Trans-Canada, which 
was held in Toronto on April 4, 1965, at which time the 
basic provisions of the joint proposal were outlined to 
Trans-Canada. Trans-Canada’s representatives asked for 


time to consider the proposal, which they ultimately re- 
jected by letter of April 15, 1965. While Trans-Canada 
gave several reasons for its position, Trans-Canada did 
not state that under no circumstances would it participate 
in an exchange arrangement such as Midwestern and Michi- 
gan Wisconsin were then proposing. 
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As soon thereafter as the necessary documents could be 
put in final form and reproduced, Midwestern and Michigan 
Wisconsin filed their applications in Docket Nos. CP65-171, 
et al., on May 3, and May 12, 1965. Great Lakes and Trans- 
Canada strongly opposed the Midwestern-Michigan Wis- 
consin proposal in their petitions to intervene and other 


8 Northern’s petition to intervene in the Great Lakes proceeding did not 


contain any such suggestion and did not indicate that Northern had any 
interest in purchasing or utilizing any Canadian gas. 
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filings. While Trans-Canada emphasized the need to pro- 
vide the additional service by November 1, 1966, Trans- 
Canada did not state that under no circumstances would it 
be willing to deliver gas or purchase gas under such a pro- 
posal. 


Ii 


The Commission by order of June 11, 1965 scheduled a 
consolidated hearing on the proposals of Midwestern-Michi- 
gan Wisconsin and Great Lakes for July 27, 1965. In that 
order the Commission specifically stated (p. 2): 


sce * * in no event will we consolidate any application 
with the instant proceeding which is filed after June 
23, 1965, and which seeks authority to serve some or 
all of the markets sought to be served by the instant 
applications or is otherwise competitive with said appli- 
cations.”’ 


The June 23, 1965 ‘‘cut off’? date was passed without 
any competitive proposal having been filed and the Com- 
mission made it clear that the June 11, 1965 order had 
‘‘afforded all interested parties an equal opportunity to 
make timely filings of any proposal competitive with the 
instant filings or any portion thereof.’’* 
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Discussions were then commenced between Trans-Canada 
and the American Natural Gas Company system in which 
Trans-Canada for the first time took the firm and unalter- 
able position that to be an acceptable proposal and one 
which, in its opinion, could receive the requisite approvals 
from the Canadian authorities, (1) the western Canadian 
gas would have to be supplied directly to the eastern Ca- 
nadian markets without commingling or substitution; and 


4 See order of July 23, 1965 in Docket Nos. CP65-171, et al. 
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(2) Trans-Canada would have to have control of its gas 
through ownership in the pipeline which would transport 
the Canadian gas through the United States. Trans- 
Canada also made it clear for the first time that, for the 
reasons which are set forth in the affidavit of Mr. Kerr, 
under no circumstances would it be willing to participate 
in an exchange arrangement, such as Michigan Wisconsin 
and Midwestern were then proposing, under which western 
Canadian gas would be utilized in the United States and 
equivalent quantities of United States gas would be de- 
livered to Trans-Canada for eastern Canada. 


In view of the position thus taken by Trans-Canada, ex- 
tended discussions were had and numerous detailed and 
expensive engineering and other studies were made which 
culminated in the formulation of the present Great Lakes 
project. 


The present Great Lakes project was fully described in 
the petitions which Michigan Wisconsin, Great Lakes and 
Midwestern filed on August 2, 1965 for permission to with- 
draw their prior applications in order to substitute the 
present project. There were no objections to the petitions 
and no indication from Northern that it had any intention 
of filing a competitive proposal. 
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The Commission issued an order on August 6, 1965 per- 
mitting the withdrawal of the applications and in that order 
the Commission stated: 


«ce * © All three applications aver that in consequence 
of further negotiations between Great Lakes, Mid- 
western and Michigan Wisconsin a new project has 
been devised which, among other things, will eliminate 
any competitive proceeding as between the instant 
applicants. * * *” 
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Applications covering the present Great Lakes project 
were than filed by Great Lakes, Michigan Wisconsin, and 
Midwestern in Docket Nos. CP66-110, et al. Again nothing 
was heard from Northern which waited until November 22, 
1965—the last day for the filing of interventions with re- 
spect to the present project—and then asserted for the 
first time in its petition to intervene that it would file a 
“‘competitive’’ proposal on or before December 30, 1965, 
which would require a ‘‘comparative, consolidated’ 
hearing. 


IV 


In the answer which Trans-Canada filed on December 2, 
1965 in opposition to Northern’s petition to intervene with 
respect to the present Great Lakes project, Trans-Canada 
clearly and unequivocally stated (p. 5) that ‘“* * * under 
no circumstances would Trans-Canada be willing to sell its 
Canadian gas to Northern Natural under its ‘alternative’ 
proposal or to purchase United States gas from Northern 
Natural under its ‘alternative’ proposal.”’ 


Having thus been fully advised of Trans-Canada’s posi- 
tion, Northern necessarily ‘knew when it thereafter filed its 
application and the application of its Subsidiary on Decem- 
ber 30, 1965 that it would not have and 
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could not obtain the western Canadian gas supply or the 
eastern Canadian market upon which its so-called ‘‘com- 
petitive’? proposal would be entirely dependent. 


Northern therefore knew when it filed its application and 
the application of its Subsidiary that they would not be 
found to be ‘‘qualified”’ applicants which are ‘‘able’’ to 
render their proposed service and that their project there- 
fore could not be approved. 
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Vv 


While Northern does not claim that its proposal would 
provide any benefits to Michigan Wisconsin, Northern’s 
Subsidiary asserts in its application (p. 4) that it would 
effect ‘“‘savings’’ to Michigan Consolidated ‘‘of approxi- 
mately $813,000 during the first five years of operation, 
with continuing savings beyond the fifth year of approxi- 
mately $377,000 annually.’’ 

However, the foregoing assumes that Northern would be 
authorized to transport up to 57,000 Mef per day of Ca- 
nadian gas for its Subsidiary through its Upper Peninsula 
lateral from Sandstone, Minnesota to Republic, Michigan 
without any charge being made for such transportation 
service. There would be no reversal of flow in that lateral 
and Northern’s proposal would obviously constitute pref- 
erential treatment of its Subsidiary and undue discrimina- 
tion against Northern’s other customers which are served 
off the lateral. 

Moreover, even under the rates proposed by Northern, 
Michigan Consolidated would not experience the alleged 
savings. Under Northern’s proposal Michigan Consoli- 
dated would be required to pay the full demand charges 
throughout the winter months for its peak day require- 
ments in the 
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Upper Peninsula of Michigan. Only in the spring and 
summer months could Michigan Consolidated take gas not 
used in the Upper Peninsula at its storage facilities in the 
Lower Peninsula. The Northern proposal, unlike the Great 
Lakes pipeline, also would not provide Michigan Consoli- 
dated the added assurance of another source of supply for 
its markets in the northern portion of the Lower Peninsula. 
As those markets grow, Michigan Consolidated would have 
to construct additions to its pipeline facilities which would 
not be required under Great Lakes’ proposal. 
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Since Michigan Wisconsin is one of Northern’s largest 
customers,® it appears appropriate to note Northern’s fic- 
titious and illusory claim that its project would effect a 
“‘saving’’ in its future cost of service. 


Northern in its application asserts (p. 5) that with 
receipt of Canadian gas from its Subsidiary at Sandstone, 
Minnesota, the flow would be reversed from north to south 
on Northern’s system above Ogden, Iowa; that a future 
increase of 224,000 Mcf in the contract demand of North- 
ern’s customers, which would otherwise require additional 
facilities with an estimated cost of $29,882,000, could there- 
after be met with an additional investment of $14,575,000. 
Northern then claims (p. 5) that this will result in a saving 
of ‘‘more than $3,000,000 annually in the cost of service.”’ 


Contrary to the foregoing contentions, if Northern actu- 
ally desires to receive the benefits of the receipt of Ca- 
nadian gas and the reversal of flow in the north end of its 


system, Northern could really receive such benefits 
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and to a greater extent by purchasing Canadian gas. 
Northern could purchase such gas when and in the incre- 
ments needed by its customers and thereby postpone, if 
not entirely avoid, the construction of the $14 million of 
facilities Northern is now proposing to build to transport 
gas for its Subsidiary without any increase in Northern’s 
sales or revenues. 
VI 

In addition to the foregoing, there is further and more 
than ample confirmation of the fact that Northern’s be- 
lated proposal is not a ‘‘bona fide’? competitive project 
within the meaning of the Ashbacker rule. 


5 See Northern Natural Gas Company, et al., 25 F.P.C. 1234 (1961). 
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The inference is inescapable that the filing of a pro- 
posal which Northern knows cannot be authorized is di- 
rectly related to Northern’s desire to preclude any possi- 
bility of future competition in the Mesabi Iron Range of 
Minnesota and the Upper Peninsula of Michigan.® 


Before filing a ‘‘bona fide’’ application, an experienced 
management of a major and long-established pipeline sys- 
tem, such as Northern, would have at least discussed its 
proposal with the management of the American Natural 
System as well as the management of Trans-Canada, which 
Northern did not do. There certainly was no justification 
for Northern simply to assume that Michigan Wisconsin 
would be willing (which it is not) to purchase an additional 
113,000 Mcf per day of Canadian gas from Midwestern at 
Marshfield, Wisconsin and thereafter utilize such gas for 
its markets even though the Great Lakes project is not 
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approved. This is also true of Northern’s further assump- 
tion that Michigan Wisconsin would be willing (which it is 
not) to install facilities and deliver the 113,000 Mcf per 
day by displacement to Northern’s Subsidiary at Niles, 
Michigan to enable it to build a pipeline to Sarnia. 


American Natural’s management has concluded that di- 
rect access to the existing and potential gas reserves of 
western Canada is essential to the welfare of its system 
and the consumers it serves. Joint ownership of Great 
Lakes will also enable American Natural to insure that 
vigorous efforts will be made to provide increased gas 
supplies from western Canada and that such supplies will 


€In the petition to intervene which Northern filed on November 22, 1965 
it stressed (p. 5) the fact that the Great Lakes pipeline ‘‘will be located in 
and will traverse areas and markets in which Northern presently operates 
certificated facilities.’” 
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be made available to meet the growing requirements of the 
American Natural System. 


It is only on the basis of the Great Lakes project as now 
proposed, with the direct access to increased deliveries of 
Canadian gas, that Michigan Wisconsin is willing to pur- 
chase 113,000 Mef per day of Canadian gas from Midwest- 
ern at Marshfield, Wisconsin, and Michigan Consolidated 
is willing to purchase 57,000 Mcf per day of Canadian gas 
for its markets. 


ConcLusion 


The tactics Northern has adopted leave no doubt that its 
belated application and that of its Subsidiary are not 
“‘bona fide’? applications within the Ashbacker rule. In 
view of the international considerations involved, every 
effort should be made to prevent an abuse of the processes 
of this Commission. 
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Michigan Wisconsin and Michigan Consolidated there- 
fore fully concur in and support the Joint Motion of Great 
Lakes and Trans-Canada that the applications of North- 
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ern and Northern’s Subsidiary be promptly rejected or 
dismissed. 
Respectfully submitted, 
Micuican Wisconsin Prre Love Company 


By /s/ Wiser H. Mack 
Wilber H. Mack 
Executive Vice President 


Micuican ConsouipaTep Gas Company 


By /s/ Huex C. Daty 
Hugh C. Daly 
Executive Vice President 


Cuan.es V. SHannon 
May, Shannon and Morley 
1700 K Street, N. W. 
Washington, D. C. 20006 


Attorney for Michigan Wisconsin 
Pipe Line Company 


Axrruvg R. Sever, Jz. 
Sidley, Austin, Burgess & Smith 
11 South La Salle Street 
Chicago, Illinois 60603 
Attorney for Michigan Consolidated 
Gas Company 
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UNITED STATES OF AMERICA FEDERAL POWER COMMISSION 


Before Commissioners: David S. Black, Acting Chairman; 
L. J. O’Connor, Jr., Charles R. Ross, and Carl E. Bagge. 


Docket Nos. 
CP66-110, CP66-111, CP66-112 


Great Lakes Gas TRANSMISSION COMPANY 
CP 66-109 
Micuican Wisconsin Pree Line Company 


CP66-119, CP66-120, CP66-121 


MiweEsteErn Gas TRANSMISSION COMPANY 


CP66-212 


NortHern Natura Gas Company 


CP66-213, CP66-214, CP66-215 


NorrHern Naturau Gas TRANSPORTATION COMPANY 


Orper CoxsonmpaTine Appuications Permirrive INTERVEN- 
tion Denyrne Morton To Resecr or Dismiss Desicwat- 
usc Tome Linorations Serrine Date or Heaninc Pre- 
SCRIBING Procepures aND Norice or SupPLEMENTS TO 
APPLICATIONS 


(Issued February 23, 1966) 


The above-docketed applications of Great Lakes Gas 
Transmission Company (Great Lakes), Michigan Wis- 
consin Pipe Line Company (Michigan Wisconsin) and Mid- 
western Gas Transmission Company (Midwestern) were 
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the subject of Commission Notices issued on November 2, 
1965, October 25, 1965, and November 2, 1965, respectively. 
In essence these applications present a combined project 
seeking authorization under Sections 3 and 7 of the Nat- 
ural Gas Act and under Executive Order 10485, for the 
construction, operation, maintenance, and connection of 
facilities at three separate locations on the international 
border between the United States and Canada for the im- 
portation and exportation of natural gas from and to 
Canada. Sales of Canadian gas to markets in the United 
States is also involved. The applications are more fully 
described in the notices mentioned above. 


By letters to Great Lakes, Michigan Wisconsin and Mid- 
western, dated December 14, 1965, the Secretary of the 
Commission separately enumerated the deficiencies in the 
filings of each of the three applicants. On January 17, 
1966, responding to those letters, Great Lakes and Mich- 


igan Wisconsin each filed a supplement to their instant ap- 
plications. Midwestern filed a detailed answer. We find 
that these applicants have sufficiently cured the aforemen- 
tioned deficiencies in their respective applications to permit 
acceptance thereof. 


64358 


On January 10 and 11, 1966, the Commission issued No- 
tices of the above-docketed filings of Northern Natural 
Gas Company (Northern) and Northern Natural Gas 
Transportation Company (Northern Transportation), a 
wholly-owned subsidiary of Northern. Northern claims 
that (1) its instant filings present a project competitive to 
the Great Lakes, et al., project and (2) certification of 
Northern’s project would compel denial of Great Lakes’ 
applications and modification of Michigan Wisconsin’s pro- 
posal. It therefore seeks to have its applications consoli- 
dated for formal hearing with those of Great Lakes, e¢ al. 
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The latter applicants and others have filed answers request- 
ing (1) denial of Northern’s motion for consolidation and 
(2) rejection of Northern’s applications. 


The opposition to the Northern project now being echoed 
by the participants in the present Great Lakes, et al., 
project is not too dissimilar from that heretofore voiced 
by the applicant Great Lakes, but rejected by the Commis- 
sion, when opposing the Midwestern-Michigan Wisconsin 
project, Docket Nos. CP65-357, et al., filed in competition 
to the then Great Lakes proposal in Docket Nos. CP65-171, 
et al. (Those applications had been filed with the Commis- 
sion, and were subsequently withdrawn, prior to Great 
Lakes, Midwestern and Michigan Wisconsin filing their 
present combined Great Lakes, et al., project). 


A review and comparison of the Northern project with 
that of Great Lakes, et al., clearly indicates that the former 
is mutually exclusive with portions of the latter. Although 
we agree with the Great Lakes, et al., applicants that there 
are certain deficiencies in the Northern filings we cannot 
conclude that such deficiencies warrant summary rejection 
of those applications. This is not a case of a would be 
competitor filing a skeleton application at the last possible 
moment before a scheduled hearing seeking to avoid com- 
pliance with Section 157 of the Regulations. Northern will 
therefore be afforded the same opportunity granted Great 
Lakes, Midwestern and Michigan Wisconsin to correct the 
deficiencies in their present applications. In this regard the 
Secretary of the Commission, on February 4, 1966, sent 
letters to Northern and Northern Transportation enumer- 
ating, the deficiencies in their respective filings and requir- 
ing that they be cured by March 21, 1966.2 These deficien- 


1 Order issued on Angust 6, 1965, in Docket Nos. OP65-171, et al. 


2The grant of 45 days in which to cure the deficiencies is the same time 
allotted to the Great Lakes, et al, applicants. 
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cies do not present sufficient cause for denying or delaying 
consolidation. Similarly, they cannot be used ag a basis for 
delay in prescribing procedures and designating a hearing 
date. Nothing here, however, should be construed as a 
waiver of the Commission’s right to reject Northern’s 
filings in the event the deficiencies are not timely cured. 
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Notices of intervention or petitions for leave to intervene 
in one or more of the above-captioned matters were filed by 
the following: 


Consumers Gas Company 

Consumers Power Company 

Fuels Research Council, Inc., et al. 

Great Lakes Gas Transmission Company 
Independent Petroleum Association of America 
Iowa Electric Light and Power Company 
Towa-Dlinois Gas and Electric Company 
Iowa Power and Light Company 

Iowa Public Service Company 

Iowa Southern Utilities Company 

Tron Ranges Natural Gas Company 
Madison Gas and Electric Company 
Metropolitan Utilities District of Omaha 
Michigan Consolidated Gas Company 
Michigan Gas and Electric Company 
Michigan Gas Utilities Company 
Michigan Public Service Commission 
Michigan Wisconsin Pipe Line Company 
Midwestern Gas Transmission Company 
Milwaukee Gas Light Company 
Minneapolis Gas Company 

Minnesota Natural Gas Company 
Natural Gas Pipeline Company of America 
North Central Public Service Co. 
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Northern Indiana Public Service Company 

Northern Illinois Gas Company 

Northern Michigan Pipeline Co. 

Northern Natural Gas Company 

Northern Ontario Natural Gas Company 

Northern States Power Company (Minnesota and 
Wisconsin) 

Northwestern Public Service Company 

Northwestern Refining Co. 

Panhandle Eastern Pipe Line Company 

Public Service Commission of Wisconsin 

St. Lawrence Gas Company, Inc. 

State of Texas, et al. 

Suburban Rate Authority, Minnesota 

Texas Independent Producers and Royalty Owners 
Association 

Trans-Canada Pipe Lines Limited 

Trunkline Gas Company | 


Union Gas Company of Canada, Limited 
Wayne, Michigan ; County of 

Western Power & Gas Company, Inc. 
Wisconsin Fuel and Light Company 
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Wisconsin Gas Company 

Wisconsin Michigan Power Company 
Wisconsin Natural Gas Company 
Wisconsin Power and Light Company 
Wisconsin Publie Service Corporation 


We shall in this order prescribe a period in which 
motions may be filed which seek to consolidate with the 
instant proceeding other applications related or competi- 
tive with those of the instant applicants. Thus we intend 
that this hearing be limited to matters reasonably within 
the ambit of the applications presently being consolidated 
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or those which might subsequently be consolidated, and that 
said hearing not be used as a springboard for the inter- 
jection of new projects to be undertaken by parties not 
applicants herein. 


The Commission orders: 


(A) The instant applications of Great Lakes Gas Trans- 
mission Company, Michigan Wisconsin Pipe Line Com- 
pany, Midwestern Gas Transmission Company, Northern 
Natural Gas Company and Northern Natural Gas Trans- 
portation Company are consolidated for hearing and 
decision. 

(B) All of the parties seeking to intervene, as listed in 
this order, are deemed interveners herein, subject to the 
Rules and Regulations of the Commission: Provided, how- 
ever, that the participation of each intervener shall be 
limited to matters affecting asserted rights and interests 


as specifically set forth in its petition or petitions for leave 
to intervene and: Provided, further, that the admission of 
these interveners shall not be construed as recognition by 
the Commission that they are or any of them might be 
aggrieved because of any order or orders of the Commis- 
sion entered in this proceeding. 


(C) The motions seeking rejection or dismissal of the 
instant applications of Northern and its subsidiary North- 
ern Transportation are denied. 


(D) Motions filed after March 10, 1966, requesting con- 
solidation of other applications with the instant proceed- 
ing, said applications seeking authority to serve some or all 
of the markets sought to be served by the instant appli- 
cations or otherwise competitive with the instant applica- 
tions, will be denied. Disposition of such new applications 
will of course be subject to Section 157.11 (a) of the 
Commission’s Regulations. 
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(E) Any modification or supplement to any application 
herein mentioned or subsequently consolidated herewith, 
filed after March 21, 1966, will be rejected except where to 
do so would not disrupt or delay the orderly procedures 
herein being ordered or have a resultant prejudicial effect 
on one or more of the other applicants. Nothing contained 
in this ordering paragraph shall be deemed diminutive of 
the Presiding Examiner’s or the Commission’s authority 
contained in Section 1.11(b) of the Commission’s Rules of 
Practice and Procedure. 


(F) Additional protests or petitions to intervene may be 
filed with the Federal Power Commission, Washington, 
D. C. 20426, in accordance with the Rules of Practice and 
Procedure (18 CFR 1.8 and 1.10) on or before March 17, 
1966. 


(G) Applicants and all interveners in support of any of 
the instant applications will serve their direct presenta- 
tions, to be relied upon at the hearing, by March 21, 1966, 
upon the Commission, the Commission’s staff, all appli- 
cants herein, and upon all parties permitted to intervene 
or who have filed to intervene as of March 17, 1966. 


(H) All applicants who may have filed a competitive 
application other than those mentioned in the instant order, 
or who filed a motion for consolidation of any other ap- 
plication with the instant proceeding all prior to March 
10, 1966, are hereby required to serve their direct presenta- 
tions as provided in ordering paragraph (G@), unless, by 
the time set for the service of testimony and exhibits, the 
Commission issues an order denying consolidation of any 
such applications. 


(I) Similarly, all parties, required to serve their testi- 
mony and exhibits under ordering paragraph (G@) will also 
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serve by said date copies of such testimony and exhibits on 
any party falling within the scope of ordering paragraph 
(H). 

(J) Motions to strike any of the testimony and exhibits 
served in compliance with the aforegoing paragraphs will 
be served on all parties mentioned in said paragraphs, the 
Office of Hearing Examiners of the Federal Power Com- 
mission and upon said Commission’s staff by April 11, 
1966. 
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(K) Pursuant to the authority conferred on the Federal 
Power Commission by the Natural Gas Act and the Com- 
mission’s Rules of Practice and Procedure, a hearing will 
be held on April 19, 1966, at 10:00 am. (EDST) in a Hear- 
ing Room of the Federal Power Commission, 441 G Street, 
N. W., Washington, D. C., respecting the matters set forth 


in the instant order or any other order issued in the instant 
proceeding prior to said date of hearing. 


(L) Following all preliminary matters to come before 
the Presiding Examiner on the above-designated hearing 
date witnesses will be presented to adopt their respective 
testimony, previously served, whereupon cross-examination 
will commence immediately. Great Lakes, Midwestern and 
Michigan Wisconsin, in that order, along with any support- 
ing interveners will make the first presentation, to be fol- 
lowed by that of Northern Transportation, Northern and 
its supporting interveners, which in turn will be succeeded 
by the presentation of any other party whose application 
may have been consolidated subsequent to the issuance of 
the instant order. 


(M) The Presiding Examiner, at the time deemed ap- 
propriate and in consideration of the magnitude of the re- 
spective presentations and the record that will have been 
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made thereon pursuant to the provisions of paragraph 
(LL) above, will set the date for the filing of testimony and 
exhibits, by the staff and any other party, in answer to 
the foregoing and will subsequently similarly set a time 
for the filing of any rebuttal cases that may be appropriate. 
In all other matter the Examiner’s right to prescribe the 
manner in which the hearing is to be conducted is preserved. 


(N) The procedures set forth herein shall not be con- 
strued as a waiver of the Commission’s right to reject the 
applications of Northern and Northern Transportation in 
the event that the deficiencies in said applications are not 
cured within the time prescribed by the Commission’s letter 
heretofore referred to. 


By the Commission. 


(Sear) 
Joserx H. Gureme, 
Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


In THE Marrers or 
Great Lakes Gas Transmission ComPaxy 
Micuican Wisconsin Pree Line Company 
Mipwestern Gas Transmission Company 
NorrHern Naturat Gas Compayy 
NortHern Naturat Gas Transportation CoMPANyY 
Docket Nos. 
CP66-110, CP66-111 and CP66-112 
CP66-109 
CP66-119, CP66-120 and CP66-121 
CP66-212 
CP66-213, CP66-214 and CP66-215 


JOINT BRIEF TO PRESIDING EXAMINER 


OF 14 INTERVENERS 
State of Minnesota 
State of Nebraska 
Towa State Commerce Commission 
City of Minneapolis, Minnesota 
City of St. Paul, Minnesota 
Towa Electric Light and Power Company 
Towa-Illinois Gas and Electric Company 
Iowa Power and Light Company 
Metropolitan Utilities District of Omaha 
Minneapolis Gas Company 
North Central Public Service Company 
Northern States Power Company (Minn. & Wis.) 
Northwestern Public Service Company 
Western Power and Gas Company 


e e ° e e ° 


639 


(67690) 


67690 


Northern has agreed to file a BIU form of tariff if the 
Northern Companies’ project is approved to insure that all 
of its customers will be treated alike with respect to the 
heating value the gas received by them (Ex. 110, p. 15). 
Great Lakes envisions “problems and exposures” which are 
“staggering” in such a tariff (Brief, pp. 40-41). Interveners 
do not share the fears of Great Lakes and see no reason 
why the adoption and operation of such a tariff, acceptable 
to Northern’s customers and the Commission and equitable 
to all, would cause any difficulties.* 


3 Northern’s policy witness testified on cross-examination (23: 2984): “We 
have told our customers we would keep them whole under any proposition, and 
they are amenable to these arrangements.”’ 
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UNITED STATES OF AMERICA FEDERAL POWER COMMISSION 


Docket Nos. 
CP66-110, CP66-111, CP66-112 
Great Laxes Gas Transmission Company 


CP66-109 
MicuIcan Wisconsin Pree Live Company 


CP66-119, CP66-120, CP66-121 


Mipwestern Gas Transmission Company 


CP66-212 


NortHern Narvnzat Gas Company 


CP66-213, CP66-214, CP66-215 
NortHern Naturat Gas TRANSPORTATION CoMPANY 


Barrer or Commission Starr 


George P. LEwnes 
Commission Staff Counsel 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket Nos. 
Great Lakes Gas Trans- 
mission Company CP66-110, CP66-111, CP66-112 
Michigan Wisconsin Pipe 
Line Company CP66-109 


Midwestern Gas Trans- 
mission Company CP66-119, CP66-120, CP66-121 


Northern Natural Gas 
Company CP66-212 


Northern Natural Gas Trans- 
portation Company  CP66-213, CP66-214, CP66-215 


Excerpts from Brief of Commission Staff 


constructing the proposed Great Lakes line. Witness 
Blundell prepared and presented a detailed engineering 
study upon which he relied to conclude that Great Lakes 
had understated its construction costs by about $20,000,000. 
He estimated that the total cost of construction would more 
closely approximate $232,000,000 (Exh. 99, 99A). His 
upward adjustments of Great Lakes’ construction cost 
estimates were in the areas of (a) pipeline installation 
costs, (b) major river crossing costs, particularly those re- 
lated to the Straits of Mackinac, and (c) gas turbine 
compressor costs. 


After a thorough review of the record, including the 
evidence submitted by Great Lakes during the rebuttal 
stage of the proceeding, ostensibly in answer to Witness 
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Blundell’s testimony, the staff has made certain adjust- 
ments to the Great Lakes construction costs. These adjust- 
ments were made only where the record fully supported the 
new figures. When certain cost estimates were the sub- 
ject of contradictory statements, as between those of wit- 
nesses for Great Lakes and those of Northern Natural, 
the staff utilized the Great Lakes figures. The adjust- 
ments are depicted in Appendix F to this brief and are 
explained below. 


(a) Installation costs. No detailed study was ever made 
by Great Lakes for the laying of a 36-inch pipeline. Wit- 
ness Culvern, utilizing a cost study relating to the laying 
of a 30-inch pipeline with a .344-inch wall thickness, ap- 
plied a rule of thumb factor of 1.135 to that laying cost 
to arrive at his estimated cost for laying a 36-inch 
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pipeline with a .406-inch wall thickness (Tr. 1230). This 
results in an assumption that the cost of laying a 36-inch 
line as here proposed would exceed the cost of laying a 
30-inch line by 13.5 percent. Actual industry experience 
indicates a differential, between 30- and 36-inch laying 
costs, ranging from 32 to 39 percent.* The staff has utilized 
the minimum 32 percent differential in adjusting the Great 
Lakes installation costs for its proposed Phase 1 and 
Phase 2 construction. 


8 FPC Report of March 22, 1965, entitled ‘Cost of Pipeline and Compression 
Station Construction Under Non-Budget Type Certificate Authorization as 
Reported by Pipeline Companies in Fiscal 1964’’, 
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No specifications were available for the proposed Phase 2 
construction. However, if the variance between the sub- 
mitted Phase 2 estimate and actual specifications equals 
the degree of difference found to exist in the Phase 1 
estimate, the additional costs associated with the Phase 2 
construction would equate to about $4,955,000" for a total 
system construction cost of $219,106,000, as opposed to 
Great Lakes’ original estimate of $211,669,000. 


13 Phase 1 represents about 16% of the total mileage for the Great Lakes 
system. 
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C. Apprrionan Concuusions 


Northern Natural, by including in its application a means 
whereby its customers could profit through an avoidance 
of construction costs, has injected that single instance in 
the combined applications which contemplates a positive 
benefit to United States consumers. However, as hereto- 
fore discussed, its proposal is permeated with a plethora of 
uncertainties which, among other things, precludes Trans- 
Canada, the principal purchaser, from undertaking a com- 
parative evaluation of the Northern Natural project with 
that of Great Lakes and with whatever undisclosed studies 
its has made regarding the possible looping of its own 
northern system. Nor can it be found that the proposed 
sale by Northern Transportation to Michigan Consolidated 
is, or will be, required by the present or future public con- 
venience and necessity. 
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Srarr’s Pustic Interest Prosecr 


Lest the title above cause a disquieting effect on our 
readers, we hasten to state, categorically, that the proposal 
to be outlined below is not one that can be certificated now. 
It is beyond the ambit of the projects embodied in the 
instant applications. 


Nor would it be proper in this case to undertake by 
conditions to revise any of these projects in an at- 
tempt to support their authorization. * * * the condi- 
tions that would be required here would necessarily 
be so far-reaching as to redesign the projects entirely.** 


4 American Louisiana Pipe Line Company, et al., 20 FPC 575, 586 (1958). 
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The staff’s dissertation here, however, is proper in the light 
of past Commission action and, as will be seen, is neces- 
sitated further by the appeal of the President of the United 
States. 


In innumerable proceedings involving competitive ap- 
plications the Commission, in denying all of the projects, 
nevertheless set forth the type of proposal it felt would be 
required by the public convenience and necessity—and then 
invited the filing of new applications consistent therewith. 
It took such actions as early as 1950 when competitive pro- 
posals were presented by two pipelines seeking authoriza- 
tion to construct 

67838 
facilities so as to institute natural gas service to New 
England. The Commission in refusing to grant either of the 
applications as then presented caustically observed 


It is clear to us that these applicants in proposing 
to make natural gas available in New England—a 
highly industrialized area with extremely high fuel 
costs, and one of the few remaining areas in this 
country without natural gas—have placed their own 
selifish interests, and the interests of those with whom 
they are associated, above the best interests of the 
public. 


It then invited the filing of new proposals consistent with 
its stated views as to the type of proposal that would be 
in the public interest. In denying competitive proposals 
in 1958 the Commission commented: 


Although it is not our function or intent to pre- 
scribe what the parties should file, we shall point out 
hereinafter various particular regards wherein the 


35 Tennessee Gas Transmission Co., et al., 9 FPO 262, 266. 
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parties’ proposals fall short and which necessarily 
should be corrected. Likewise, we shall indicate 
broadly some of the factors and objectives which 
should be considered in any new proposals which may 
be filed * * *,3¢ 


The Commission took similar action in El Paso Natural 
Gas Company, et al., 30 FPC 77 (1963), and more recently 
in Natural Gas Pipe Line Company of America, et al., Opin- 
ion No. 474 (1965). And in all of these proceedings 
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there had been shown a need, nay, a dire need by United 
States consumers for the services proposed—a need totally 
lacking in the instant projects. 


Heretofore we have spelled out the deficiencies of both 
pending projects. Recapitulating we have seen that the 
Great Lakes application presents an economically infeasible 
project in that, among other things, (1) the relevant markets 
have not been supported by “substantial evidence,’’ (2) 
the proposed throughput volumes upon which the pro- 
jected revenues are predicated are questionable even under 
the proposed rates, (3) the proposed rates are understated 
particularly since they are bottomed on understated con- 
struction costs and unrealistically low interest rates for 
borowed money and, (4) the necessitated upward adjust- 
ment of rates will further desiccate the potential of an 
already questionable market. Lastly, services proposed to 
consumers in the United States, as embodied in the Great 
Lakes, e¢ al. project, compare unfavorably with available 
alternatives for the rendition of the same services. Thus, 
not only have the proponents of the project failed to sus- 
tain their burden of proof for an affirmative finding that 
the services proposed are, or will be, required by the public 


36 American Louisiana Pipe Line Company, et al., 20 FPC 575, 586 (1958). 
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convenience and necessity, a prerequisite of Section 7(e), 
but moreover the record fully supports a negative con- 
clusion. 


Equally unnecessary is the proposed service by Northern 
Transportation to Michigan Consolidated, as well as its 
proposed alternative to the Midwestern proposal for the 
sale of additional volumes to Michigan Wisconsin for use 
by the latter to meet its own domestic market requirements. 
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Further, among other things, the debilities in the Canadian 
market presentation become amplified when attempting to 
relate the ‘‘to be diverted volumes’’ to the Nothern Nat- 
ural, et al., project. Of even more concern, however, is the 
recognition that the instant Northern Natural, et al., proj- 
ect cannot now be effectuated without the submittal of 
additional supplements to the instant Northern Natural 
application and/or the submittal of a new application. Res- 
olution of the issues presented in the new filings would de- 
termine the applicability of the presently unsupported 
rates of Northern Transportation and possibly resolve 
Northern Natural’s unsupported ‘‘no transportation 
charge-new concept”’ thesis. We have now to discuss the 
appeal by the President of the United States and relate 
how certification of either of the presently proposed proj- 
ects would fly in the face of that mandate. 


In our discussion of the financeability of both projects, 
emphasis was placed on the current economic conditions of 
the United States money market. In doing so we have 
been mindful of the recent appeal of President Johnson, 
for the curtailment, deferment, or complete abandonment 
of all unnecessary construction. In his speech of March 
31, 1966 (the full official text is attached as Appendix C 
hereto) the President related how the economy of the 
country is presently overheated and how part of this over- 
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heating is reflected in the soaring interest rates for bonds 
occasioned by current ‘‘tight money’’. In order to restrain 
this economic trend the President appealed for the par- 
ticipation of individual citizens, industry, and government 
alike. He asked the housewives for 
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restraint and selectivity in their purchases of food items 
where prices have been increased (Appendix C, p. 4). He 
asked industry, local government, and federal government 
to apply the brakes in spending. In his solicitation to in- 
dustry, the President stated, 


* * * T made this specific request of your investment 
partners in the Nation, the outstanding business 
leaders, to go back home and review their plans for 
their investment projects to see what plans they had 
involving construction that could be stretched out, 
deferred, curtailed, or abandoned (Appendix C, p. 6). 


The President appealed to local governments. 


I believe this group of Mayors can best serve the 
interests of your community and certainly I know it 
will serve your country if you, when you get home, 
would order a review of our plans for the next months 
ahead with a particular view to deferring or postpon- 
ing any capital plant investment that you think is 
possible (Appendix C, p. 7). 


Regarding his instructions to Federal agencies. 


They are coming in to see me tomorrow morning 
to answer a request I made several weeks ago, to see 
if there is anything for which the money has been ap- 
propriated that they can postpone. I want them to 
examine particularly these Federal and Federally sup- 
ported construction expenditures, so we can reduce 
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our total construction obligation in the last quarter of 
this year as much as possible (Appendix C, page 6). 


Last, 


I am going to ask the Cabinet to apply this request 
and this study to every possible form of construction 
because that is where the bind is, that is where the bite 
ts deep, except that construction that is vitally neces- 
sary to immediate military needs (Appendix C, p. 7). 
[Emphasis supplied.] 
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The instant projects will place that very burden on the 
economy of the country that the President, by his appeal, 
seeks to restrain.” In the light of the foregoing the Exam- 
iner must recommend, and the Commission should affirm, a 
denial of the request for certification of the instant pro- 


posal particularly since, not only are they unrelated to any 
immediate military needs, but, moreover, are not even re- 
quired by the citizenry of this country. 


IF a project is to be given consideration to provide a 
service to our neighbor in the north it should embrace the 
basic fundamentals upon which the staff proposal is pre- 
mised. Our proposal would utilize the existing facilities 
and interconnections of Midwestern, Northern Natural, 
and Michigan Wisconsin so as to transport the volumes 
desired by Trans-Canada in a manner sanctionable under 
Section 7 and tailored to meet Trans-Canada’s market re- 
quirements in Eastern Canada as they developed. And it 
is one that, if certificated, would not do violence to the 
President’s appeal. The project, now to be summarized, is 
depicted on the map attached hereto as Appendix D. The 
receipt of gas and disposition thereof by each company is 


37 Both projects as heretofore noted will be financed from American sources. 
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set forth on the Gas Balance sheet attached hereto as Ap- 
pendix E. A breakdown of the estimated construction 
costs and location of the facilities for all three pipelines, 
based on the 
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evidence of record is detailed in Appendix F to this brief. 
In order to make the services proposed to Trans-Canada 
here compatible with those proposed by the pending proj- 
ects, we have assumed the same fifth year gas requirements 
in Eastern Canada relied upon by the applicants. 


Midwestern 


Midwestern would receive, in the fifth year, 734,000 Mef 
per day from Trans-Canada at Emerson and redeliver (1) 
600,000 Mef per day to Northern Natural at their existing 
interconnection near Northern Natural’s North Branch 
Compressor Station in Minnesota and (2) 134,000 Mef per 


day to Michigan Wisconsin at their existing interconnec- 
tion at Marshfield, Wisconsin. 


Midwestern would install and construct the following fa- 
cilities estimated to cost $77,902,000 inclusive of contin- 
gencies, overhead, and interest :** 
(a) 343.5 mies of 36-inch loop from Emerson to Northern 
Natural’s North Branch Compressor Station. 

(b) A total of 58,100 horsepower of compression at two 
new and two existing compressor stations in Minne- 
sota and one new compressor station in Wisconsin. 


67844 
Northern Natural 


The 600,000 Mcf per day received by Northern Natural 
from Midwestern would be used to resell 28,000 Mef per 


38 This cost is based on the use of X-60 pipe whereas if X-65 pipe is utilized 
the costs will be reduced considerably. 
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day to Michigan Consolidated and redeliver 29,000 Mcf per 
day to Trans-Canada at Sault Ste. Marie all through an 
extension of Northern Natural’s facilities now terminated 
at Republic, Michigan. The remaining volume of 543,000 
Mef would be physically utilized by Northern Natural to 
supply its presently attached and future markets extend- 
ing north of the twin cities of Minneapolis and St. Paul, 
Minnesota. By looping and by the addition of compression 
to its existing line running from Ogden to an existing inter- 
connection with Michigan Wisconsin at Janesville, Wis- 
consin, Northern Natural would deliver to Michigan Wiscon- 
sin 543,000 Mef per day of gas produced in the United 
States. 

Northern Natural would install and construct the follow- 

ing facilities estimated to cost $62,355,000: 

(a) 186.4 miles of 12-inch line from Republic, Michigan 
to Trans-Canada’s facilities near Sault Ste. Marie, 
along with some branch lines and measuring facilities 
necessary to serve Michigan Consolidated. 

(b) A total of 14,410 horsepower of compression at 3 new 
compressor stations in Minnesota and Michigan. 

(¢c) 298.5 miles of 26 and 30-inch loop on its Ogden to 
Janesville existing line. 
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(d) 85.3 miles of 20-inch loop on its existing line between 
its North Branch and Superior compressor stations. 


(e) A total of 46,000 horsepower of compression at 3 
existing compressor stations in Jowa and Minnesota 
and at one new compressor station in Illinois. 


Michigan Wisconsin 
Michigan Wisconsin would utilize the 134,000 Mcf per 
day received from Midwestern and the 543,000 Mcf per day 
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received from Northern Natural to meet its system require- 
ments north of its Station No. 10. Michigan Wisconsin 
would construct a line extending from its existing facilities 
at Niles, Michigan to a point of interconnection with Trans- 
Canada’s proposed facilities at St. Clair near Sarnia. Thus, 
it would deliver 648,000 Mcf per day to Trans-Canada at 
St. Clair and 29,000 Mcf per day to Michigan Consolidated 
at the latter’s Belle River Mills storage field. 


Michigan Wisconsin would construct and install the fol- 
lowing facilities estimated to cost $74,490,000: 


(a) 176.3 miles of 16 and 30-inch loop on its existing sys- 
tem in Wisconsin, Illinois and Indiana. 


(b) 214 miles of 36-inch line extending from its Michigan 
“‘A’? compressor station to a point on the inter- 
national border near Sarnia. 
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(c) A total of 67,000 horsepower of compression at one 
new and four existing compressor stations in Illinois, 
Indiana, Wisconsin and Michigan. 


The following observations relate to the above-described 
project: 
(1) 


It fully utilizes the existing facilities of Northern Natu- 
ral and Michigan Wisconsin along with their existing inter- 
connections. It further reflects a maximum utilization of 
Midwestern’s facilities, which apparently all parties recog- 
nize is essential (Tr. 1722), along with Mideastern’s exist- 
ing interconnections with Trans-Canada, Northern Natural 
and Michigan Wisconsin. 


(2) 


It makes use of Northern Natural’s proposal whereby 
Trans-Canadian volumes are utilized so as to avoid con- 
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struction costs not only on the Northern Natural system 
but also on that of Michigan Wisconsin. At the same time 
it eliminates the drawbacks associated with the use of an 
affiliate. Additionally, a portion of the project closely re- 
sembles the original competitive proposal filed jointly by 
Midwestern and Michigan Wisconsin and results, if their 
pleadings are to be believed, in a rate reduction on Midwest- 
ern’s and Michigan Wisconsin’s systems (see this brief, 
p- 39). 
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(3) 

As previously noted and as reflected on Appendix F, we 
have attempted to use cost figures gleaned from the record. 
Where the record was inadequate average cost figures were 
utilized. Admittedly, staff’s familiarity with the systems 
of all three pipelines involved in our project is of necessity 
not as acute as that of the design engineers of each com- 
pany. Consequently we have designed a maximum system 
recognizing however that each company can undoubtedly 
reflect some construction cost savings by the elimination of 
some of the facilities outlined above through a more advan- 
tageous placement of loops or compressor stations. How- 
ever, utilizing maximum construction cost estimates for 
staff’s project, it is still less costly than the pending pro- 
posals (Appendix F, p. 6), even if one assumes the ac- 
curacy of the now disproved Great Lakes understated con- 
struction cost estimate. 


(4) 


The facilities are designed to meet the fifth year require- 
ments in Eastern Canada but are not a one-shot construc- 
tion program. The construction by all three companies 
would be undertaken annually, possibly as part of each com- 
pany’s annual system expansion, and would include suff- 
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cient capacity to meet Trans-Canada’s market estimate for 
each year tempered by the actual growth of the market in 
the preceding year. 
67848 
(5) 

Under our proposal Northern Transportation remains 
non-existent. It eliminates the segregation of facilities 
and the Btu issues which pervade the Northern Natural 
project since our facilities are designed to transport vol- 
umes of gas sufficient to offset any difference in the Btu 
content of gas received from Trans-Canada and that re- 
delivered to the latter. It further gives consideration to 
the differences between winter and summer conditions exist- 
ing on all of the systems (see Appendix E). 


(6) 
The sale to Michigan Consolidated has been included 
since that proposal was embodied in both of the pending 
projects. However, as noted, Michigan Consolidated could 


render services to the communities it proposes through a 
more economical purchase of gas from the American Nat- 
ural system. By the elimination of any sales to Michigan 
Consolidated the proposed 12-inch extension of Northern 
Natural’s facilities from Republic to Sault Ste. Marie would 
be reduced to a smaller diameter line with a commensurate 
reduction in costs. If the distributor contract that Trans- 
Canada is seeking for the proposed sale at Sault Ste. Marie 
does not materialize the entire extension would be elimi- 
nated. Additionally, if Trans-Canada does not divert the 
121,000 Mef per day (see this brief, p. 31) off of its north- 
ern system then the cost of the instant tailored project will 
be reduced. 
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(7) 
Under staff’s proposal the amount of high interest money 


which would be required would not all be borne by one com- 
pany but would be distributed among three companies with 
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a further dilution of the high cost debt in view of the con- 
struction spread over five years. These comparative 
smaller expenditures by each company could be incorpo- 
rated within their respective annual expansions to the 
greater use of internally generated funds, thereby mini- 
mizing any impact on the economy as detailed in the Presi- 
dent’s speech. 
(8) 

As noted previously (see this brief, p. 40), Midwestern 
appeared recently before the Commission in another pro- 
ceeding whereat it contended that (1) it was not a growth 
company, (2) it was facing a declining rate base, and (3) 
in view of arguments (1) and (2) it was not in a position 
to apply liberalized depreciation in computing its tax ex- 
pense for rate-making purposes. The Commission rejected 
the arguments.** The instant staff proposal makes maxi- 
mum use of Midwestern’s existing excess capacity and pro- 
vides the opportunity for Midwestern’s existing excess 
capacity and provides the opportunity for Midwestern to 
increase its rate base over a period of years. This latter 
door will be closed forever upon certification of either of 
the other two projects. 
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For the many reasons cited in this brief the staff re- 
spectfully submits that the Examiner recommend denial of 
all of the applications presented with the further recom- 
mendation that the Commission invite the filing of supple- 
ments or new applications consistent with the proposal out- 
lined by the staff or any other project which contains the 
same essentials but which not only takes cognizance of the 
President’s appeal but one which provides even greater 
benefits to the United States consumers and at the same 
time provides a service for our Canadian neighbors. 


Respectfully submitted, 
Washington, D. C. Georce P. LEwNES 
August 29, 1966 Commission Staff Counsel 


38a Opinion No. 497, supra. 
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APPENDIX F 
Page 1 
ESTIMATED CONSTRUCTION COSTS INSTALLED 
MIDWESTERN 
Facilities to be Installed Cost/Mile Cost/HP Total 


$ $ $ 
343.5 Mile of 36” OD from 145,000 49,800,000 
Emerson to North Branch 


Hallock Station, Minn. . 5,060,000 
Additional 22,000 HP 
4-5500 HP Recip Units 


Ada, Minn.: 115 Miles from 

Hallock St. 16,000 HP. 

2-2700 HP Reeip Units 2,052,000 
2-5500 HP Recip Units 2,530,000 
Staples Station, Minn.. 2,047,000 
Additional 8900 HP. 1-5500 

HP Recip Unit. 1-3400 Hp 

Recip Unit 


Dresser Minn.: 112 Miles from 2,052,000 
Staples St. 5400 HP. 2-2700 HP Units 


Chippewa, Wise.: 66 Miles from 2,052,000 
Dresser St. 5400 HP. 2-2700 HP Units 


Miscellaneous Equipment 650,000 
Total Direct Cost $66,243,000 
Overhead and Interest, 12% 7,949,000 


$74,192,000 
Contingencies, 5% 3,710,000 


Total Project Cost $77,902,000 


“ New Compressor Stations. 


’ AVAILABLE 
al bound volume 
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ESTIMATED CONSTRUCTION COSTS INSTALLED 
NORTHERN NATURAL 


Facilities to be Installed 


186.4 Miles of 12” OD from 
Republic to Sault Ste. 

Marie plus Necessary Lateral 
Lines and Measuring Facilities 


* Republic Station, Mich. 
2080 HP. 2-1040 HP Turbine 
Units 

* Superior Station, Minn.: 
6000 HP. 3-200 HP. 
Recip. Units 

* Wakefield Station, Mich.: 
6330 HP. 2-3165 HP. 
Turbine Units 


85.3 Miles of 20” OD Loop from 
North Branch to Superior 


38.8 Miles of 26” OD Loop 
23.4 Miles to Complete Loop 
between Ogden and Waterloo. 
15.4 Miles to Complete Loop 
between Waterloo and Savana. 


259.7 Miles of 30” OD Loop 
93.7 Miles. Complete Loop 
between Ogden and Waterloo 
77.4 Miles. Partial Loop 
between Waterloo and Savana 
88.6 Miles. Complete Loop 
between Savana and Janesville 


Odgen Station, Iowa: Additional 
18,000 HP. 3-6000 HP Recip Units 


Cost/Mile Cost/HP Total 
$ $ 


$ 
8,586,0002 


209,0002 


2,345,002 


4,089,0002 


1 Utilized Northern Transportation’s Cost Estimate. Exh. No. 49D. 
2 Utilized Northern’s Cost Estimate. Exh. 48E. 


* New Compressor Station 
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Page 3 


ESTIMATED CONSTRUCTION COSTS INSTALLED 
NORTHERN NATURAL 


Facilities to be Installed 


Waterloo Station, Iowa: 
Additional 6,000 HP. 
1-6000 HP. Recip Unit 
North Branch Station; 
Additional 4000 HP. 
1-4000 HP Recip Unit 


Savana Station, IIL: 18,000 HP 
92 Miles from Waterloo St. 
3-6,000 HP Turbine Units 
Miscellaneous Equipment 

Total Direct Cost 
Interest and Overheads, 5% 


Total Project Cost 


Cost/Mile Cost/HP Total 
$ $ $ 
230 1,380,000 


1,179,002 
3,240,000 
590,000 


$59,386,000 
2,969,000 


$62,355,000 


1 Utilized Northern’s Cost Estimate. Exh. 48E. 


* New Compressor Station 
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Page 4 


ESTIMATED CONSTRUCTION COSTS INSTALLED 


MICHIGAN WISCONSIN 


Facilities to be Installed Cost/Mile Cost/HP Total 


$ 


555.5 miles of 16” OD Loop from 50,000 
Appleton, Wis. to St. Wise. ‘‘B’’ 


120.8 miles of 30” OD loop 125,000 
37.5 miles. Complete loop between 
St. Wis. ‘‘D’’ and St. Wis, ‘‘A’’ 
39.5 miles. Partial loop between 
St. 10 and St, 11 

5 loop between 
St. 1] and St. Mich. ‘‘ 
Wis. ‘‘D’? Station, Wise.; Additional 
9,000 HP. 1-5500 HP Recip. Unit 

1,3500 HP Recip. Unit 


Station 10, Ill.: Additional 9,000 
HP. 1-5500 HP Recip. Unit 
1-3500 HP Recip. Unit. 


Station 11, Ind.; Additional 

18,000 HP. 3-6,000 HP Turbine 

Units. 

Mich. ‘¢A’’ Station, Mich.; Additional 
18,000 HP. 3-6000 HP Turbine 

Units. 


214 Miles of 36” OD from 
Mich. ‘A’? St. to St. Clair 
Measuring Facilities: At 
Belle River and St. Clair 


$ $ 
2,775,000 


15,100,000 


1,265,000 
$75,000 


1,265,000 
$75,000 
2,880,000 


2,880,000 


35,800,0002 


308,0002 


1 Utilized Northern Transportation’s cost estimate. EXH. 49D. 
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Page 5 
ESTIMATED CONSTRUCTION COSTS INSTALLED 
MICHIGAN WISCONSIN 
Facilities to be Installed Cost/Mile Cost/HP 
$ 

Mich. ‘‘C’? Station, Mich: 13,000 HP 

105 miles from Mich. ‘‘A’’ St. 

1-6000 HP Turbine Unit 


1-7000 HP Turbine Unit 
Miscellaneous Equipment 


Omissions and Contingencies, 5% 
Engineering and Supervision, 3.5% 
Organization and Management, 1.0% 


$73,390,000 
Interest during construction, 1.5% 1,100,000 


Total Project $74,490,000 
New Compressor Station 
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APPENDIX F 
COMPARISON OF PROJECTS 


Page 6 

Great Lakes Gas Transmission Company 
Great Lakes $214,151,000 
Midwestern 13,562,000 
Michigan-Wisconsin 2,877,000 


$230,590,000 


Northern Natural Gas Transportation Company 
Northern Transportation $185,298,000 
Northern 
Michigan-Wisconsin 
Midwestern 
$216,312,000 
Staff Suggested Project 
Northern ; $ 62,355,000 
Michigan-Wisconsin 74,490,000 
Midwestern 77,902,000 


$214,747,000 
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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL POWER COMMISSION 


Docker Nos, 
CP66-110, CP66-111 and CP66-112 
In THE Matters oF 


Great Lakes Gas Transmission Company 


CP66-109 


Micuican Wisconsin Pirg Ling Company 


CP66-119, CP66-120 and CP66-121 
Mowesrern Gas Transmission COMPANY 


CP66-212 


NorTHern Natvuray Gas Company 


CP66-213, CP66-214 and CP66-215 


Nortuern Natura Gas TRANSPORTATION Company 


Jomt Rerty Brier or 
Great Lakes Gas Transmission ‘(CoMPANY, ET AL, 
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APPENDIX 
P.C. 1966-1642 
(SEAL) 
CANADA PRIVY COUNCIL 


Av rae GovERNMENT House at OTTAWA 
Tuurspay, the 25th day of Aueust, 1966 


PRESENT: 


His ExceLLeNcyY 
THe Governor GENERAL In CouNncIL 


His Excellency the Governor General in Council, having 
considered the application to the National Energy Board 
of Trans-Canada Pipe Lines Limited for the issue of Cer- 
tificate of Public Convenience and Necessity No. GC-30 
respecting the construction of certain additional pipe line, 
of an Order amending Licence GL-1, and of Licences Nos. 
GL-20, GL-21, GL-22, and GLI4, is unable to grant ap- 
proval to the issue to the said Company of the said Cer- 
tificate, Order, and Licences. 

Certified to be a True Copy 
N. Y. Rosgzerson 
Clerk of the Privy Council 


(SEAL) 


OFFICE OF THE PRIME MINISTER 
PRESS RELEASE 


CABINET DU PREMIER MINISTRE 


COMMUNIQUE 
Date: August 25, 1966. 


For Release: 
Pour Publication: 7:00 p.m. EDT 


The Prime Minister today announces that the Govern- 
ment has not approved a pipe line project, proposed by 
Trans-Canada Pipe Lines Limited, which would have in- 
volved the construction of a major new pipe line from 
Emerson, Manitoba, to Sarnia, Ontario, through the United 
States. 


The line, which was to have been operated by Great 
Lakes Gas Transmission Company, a new company owned 
equally by Trans-Canada and by American Natural Gas 
Company, would have served 
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primarily to bring additional Alberta gas to markets in 
Southern Ontario and Quebec, and would also have carried 
additional gas to export markets in the United States. 


The project was the subject of an application to the 
National Energy Board on which public hearings were held 
last March. The Board, in a lengthy report submitted to 
the Government earlier this month and released for publi- 
cation today, stated that, subject to the approval of the 
Governor in Council, it was prepared to issue the certifi- 
eates and licenses sought by Trans-Canada, subject to 
various conditions. The Board found that, by the criteria 
specified in the statute for its guidance in considering such 
applications, the project could be approved. In its reasons 
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for decision however, the Board drew the attention of the 
Governor in Council to aspects of the public interest which 
extend beyond its field of responsibility. 


These included the question whether the means of trans- 
mitting incremental supplies of Canadian gas to markets 
in Southern Ontario and Quebec should become established 
in another country, and whether the balance of payments 
considerations and investment aspects of the project were 
acceptable in relation to overall economic policy. 


In its decision, the Government was guided by basic con- 
siderations of national policy, and not by reason of any 
technical defects or shortcomings in the application or in 
the Board’s treatment of it. ‘‘We have no fault whatever 
to find with the Board’s report,”? Mr. Pearson said. “Tn 
fact the Board has dealt exhaustively as well as conscien- 
tiously with the application. Neither do we find any fault 
with Trans-Canada for seeking to establish what appeared 
to it to be an attractive business proposition, and one which 
Trans-Canada put forward in good faith as being consistent 
with the public interest.”’ 


The opinion of the Board is that the margin of economic 
advantage for this project, as compared with the alterna- 
tive of Trans-Canada increasing its facilities in Canada, 
is not as large as had been calculated by Trans-Canada. 

The basic point, however, is that once a 36-inch pipe line 
system through the United States was established, it would 
almost inevitably become the main line. Additions to that 
system would be more economical than additions to the 30- 
inch system through Northern Ontario, and the Canadian 
line would increasingly assume a secondary position as a 
line to serve markets along its route. 
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The Government does not believe it to be in Canada’s 
best interest that the future development of facilities for 
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bringing Western Canadian gas to its Eastern Canadian 
markets should be located outside Canadian jurisdiction, 
and subject to detailed regulation under laws of the United 
States which are naturally designed to protect the interests 
of United States citizens. 


Another factor of importance in the government’s deci- 
sion relates to the national policy approved by Parliament, 
of having main gas transmission lines constructed in Can- 
ada, a policy which is reflected in the Act incorporating 
Trans-Canada Pipelines Ltd. That Act provides that the 
Company may ‘‘within or outside Canada construct . - - 
pipelines . . . provided that the main pipe line or lines 

. shall be located entirely within Canada’’. (Section 
6(a)). While the line to be located outside Canada, to 
transfer gas from Western to Eastern Canada, would not 
be built by the Company itself but by a partially owned 
subsidiary and while it might not at the outset be the main 


line, the government felt, as already stated, that it would 
almost inevitably become the main line and that the ar- 
rangement would not be in accord with the spirit of the 
policy laid down by Parliament in the Company’s legis- 
lation. 


The Prime Minister emphasized that the Government 
shared the Energy Board’s view that the ‘“‘amity and 
comity’? which has grown up between Canada and the 
United States in matters of trade in natural gas is valuable 
and should be encouraged. ‘This decision does not imply 
any lack of confidence in the continuation and development 
of cooperation between the natural gas industries and the 
respective regulatory agencies in the two countries,’’ he 
said. ‘On the contrary, approval of this application might 
give rise to future difficulties where United States regula- 
tory authorities might be put in the embarrassing position 
of having to resolve a conflict between their duty under 
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United States laws and their desire to cooperate with 
Canada.’’ 


There is an application by the Great Lakes Gas Trans- 
mission Company before the Federal Power Commission 
of the United States for permission to transport gas 
through the United States. It has, however, been met by 
a competitive application by Northern Natural Gas Com- 
pany, which would have bought gas from Trans-Canada 
at Emerson and replaced it with gas from United States 
sources for delivery to Canada at Sarnia. 


At the hearings before the Federal Power Commission, 
Trans-Canada has said repeatedly that, rather than accept 
the Northern 
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Natural alternative, it would loop its present line through 
Northern Ontario. This would also have been its only 
course of action if the Federal Power Commission had 
rejected both the Great Lakes application and that of 
Northern Natural. By the terms of the National Energy 
Board’s recommended decision, approval of the Canadian 
aspects of the Great Lakes project would have been con- 
tingent upon the Federal Power Commission approving 
the applications of Great Lakes and associated companies 
without material change. 


“This has been a difficult decision in a very complex 
matter’’, the Prime Minister said. ‘‘However, the gas 
transmission industry is a public utility on a vast scale, 
and is important to Canadian national well-being. The 
development of its main links between West and East 
should, we believe, remain wholly under Canadian juris- 
diction.”’ 
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INTRODUCTION 


IV. 


Tue Commission Starr’s ALTERNATIVE PRoposaL 
Deserves No SEn10us CONSIDERATION 


The Commission Staff recognized the inherent superior- 
ity of the Northern Companies’ lower-cost, system-coordi- 
nated, exchange-displacement proposal and acknowledged 
that only the Northern Companies’ proposal provides the 
statutory requisite of benefits to United States consumers. 
Nevertheless, the Staff felt constrained to recommend 
denial of the Northern Companies’ proposal for reasons 
which we have demonstrated are at best insubstantial and, 


upon thorough analysis, should be recognized as invalid. 
Instead of endorsing the only proposal before the Examiner 
that properly could be certificated under the Natural Gas 
Act, the Staff, employing the concept of exchange-displace- 
ment put forth by the Northern Companies, suggests a 
different means of delivering Western Canadian gas to 
Eastern Canada. 


The Staff would have Midwestern loop its entire line 
from Emerson to North Branch with 325 miles of 36-inch 
pipe (See Staff’s Brief, Appendix F, p. 1). It ignores the 
fact that such construction would cost more than Transpor- 
tation Company’s shorter, 180 mile line from Emerson to 
Sandstone (Tr. 13/1652-53). Moreover, there is no basis 
for Staff’s assumption that Michigan Wisconsin could re- 
duce rates to its present customers if Michigan Wisconsin 
were to construct the facilities suggested by the Staff and 
participate in rendering service for 
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Trans-Canada. Additionally, the Staff proposal eliminates 
the sale of an additional 113,000 Mcf per day by Midwestern 
to Michigan Wisconsin. Hence the estimated cost of the 
Staff proposal is related to different and lower volumes 
than proposed by the Applicants in this proceeding. If 
comparable services and facilities were to be considered, 
the Staff’s alternative project would cost almost $16 million 
more than the Northern Companies’ proposal (See Staff’s 
Brief, Appendix F, p. 6). 


Finally, the Staff’s project would lack the lower operat- 
ing costs and cheap expansibility associated with the pro- 
posed 36-inch pipeline which Transportation Company 
would build from Ogden to St. Clair. Thus, the stated end 
which Staff would attempt to attain with its ‘‘public in- 
terest project’’, i.e., elimination of investment costs not 
absolutely required, would not be accomplished only by 


certification of the Northern Companies’ proposal. 
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(Docketed Sept. 13, 1966) 


UNITED STATES OF AMERICA 
FEDERAL POWEE COMMISSION 


Docket Nos. 
CP66-110, CP66-111 and CP66-112 
Great Lakes Gas Transmission Company 


CP66-109 
Micuican Wisconsin Pree Line Company 


CP66-119, CP66-120 and CP66-121 


Mowestern Gas TRANSMISSION COMPANY 


CP66-212 


NortHern Naruran Gas Company 


CP66-213, CP66-214 and CP66-215 


NorTrHern Narvran Gas Transportation Company 


Presipinc ExaMIner’s Notice or CERTIFICATION AND 
Orxver To SHow Cause 


To THE COMMISSION: 


The above-entitled proceeding consolidated for hearing 
various competitive applications to construct a pipeline 
through the Great Lakes region of the United States for 
the primary purpose of transporting western Canadian 
gas to eastern Canadian markets. Hearing was concluded 
on June 23, 1966, and briefing on September 12, 1966, fol- 
lowing the Commission’s Order issued August 5, 1966, 
denying a motion to omit the intermediate decision pro- 
cedure. 
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On August 29, 1966, according to various newspaper re- 
ports, the Canadian government, by action of its Privy 
Council dated August 25, 1966, rejected the recommendation 
of its National Energy Board and indicated its refusal to 
approve construction of the proposed projects through the 
Unitd States, stating in pertinent part: 


The Government does not believe it to be in Canada’s 
best interest that the future development of facilities 
for bringing western Canadian gas to its eastern 
Canadian markets should be located outside Canadian 
jurisdiction, and subject to detailed regulation under 
laws of the United States which are naturally designed 
to protect interests of United States citizens. 


In these circumstances, it appears that any further pro- 
ceedings herein are moot and that the pending applica- 
tions, all of which require’ export authorization from the 
Canadian government, should be dismissed without prej- 
udice. 
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Accordingly, the above-entitled proceeding is certified to 
the Commission, pursuant to Section 1.27(b)(8) of the 
Rules of Practice and Procedure, for consideration of the 
question as to the future disposition of the pending pro- 
ceeding, and the parties are directed to show cause why 
the pending applications should not be dismissed without 
prejudice, or to make any other recommendation they con- 
sider appropriate in the form of a written memorandum 
filed with the Commission on or before September 26, 1966. 


Respectfully submitted this 13th day of September, 1966. 


Wuium ©. Levy 
William C. Levy 
Presiding Examiner 
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68115 
P.C. 1966-1896 


CANADA 
PRIVY COUNCIL 


At THE GovERNMENT House at Orrawa 
Turspay, the 4th day of Ocroser, 1966 


PRESENT: 
His Excettency 
Tur Governor GENERAL IN CoUNCIL. 


His Excellency the Governor General in Council, on the 
recommendation of the Minister of Energy, Mines and Re- 
sources, pursuant to the National Energy Board Act, is 
pleased hereby to approve the issuance to Trans-Canada 
Pipe Lines Limited (‘‘the Company’’) of the following 
Certificate of Public Convenience and Necessity, Order and 


Licences, upon the undertakings set forth in a letter from 
the Company to the Minister dated the 22nd day of Sep- 
tember, 1966, being included in a formal agreement in a 
form acceptable to the Minister and subject in each case 
to the following general conditions: 


(1) The Company, shall, on or before the 1st day of 
February, 1967, unless a later day is fixed by the Board 
and approved by the Governor in Council, file those Orders, 
Certificates of Public Convenience and Necessity, Permits 
and other authorizations of the Federal Power Commission 
of the United States of America which may be issued pur- 
suant to the application by Great Lakes Gas Transmission 
Company under Docket Nos. CP66-110, CP66-111 and 
CP66-112, by Michigan Wisconsin Pipe Lines Company 
under Docket No. CP66-109 and by Midwestern Gas Trans- 
mission Company under Docket Nos. CP66-120 and CP66- 
121; 
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(2) The Company shall forthwith after compliance with 
Condition (1) satisfy the Board that the authorizations 
referred to in the said Condition do not materially reduce 
the benefits to Canada of the ‘‘Great Lakes Project’’ as 
evaluated by the Board; 


(A) a Certificate of Public Convenience and Necessity in 
the form attached respecting the construction of certain 
additional pipe lines; 


(B) an Order amending Licence No. GL-1 dated the 11th 
day of April, 1960, and approved by the Governor in 
Council by Order in Council P.C. 1960478 of 13th April, 
1960, as amended by Order in Council P.C. 1964-1183 of 
30th July, 1964, by deleting Conditions (2) and (4) of the 
said Licence No. GL-1 and substituting therefor the fol- 
lowing: 

*¢(2) (1) The quantity of gas that may be exported under 
the authority of and in accordance with the Licence shall 
not exceed 223,000,000 cubic feet in any one day, nor 
74,000,000,000 cubic feet in any consecutive twelve 
month period ending on the 31st day of October, nor 
1,410,000,000,000 cubic feet during the term of this Licence; 


(2) notwithstanding subsection (1), as a tolerance the 
Company may export in any one day a quantity of gas 
exceeding 223,000,000 cubic feet by not more than two 
per cent of that amount; and 


(3) notwithstanding subsection (1), and for the purpose 
only of alleviating temporary operating problems caused 
by pipe line or equipment failure, the Company may export 
in any one day a quantity of gas exceeding 223,000,000 
cubic feet by not more than 10 per cent of that amount.’’ 

The prices to be received from time to time by the Com- 
pany for the gas exported hereunder shall be not less than 
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those prices provided for in an Agreement dated the 14th 
day of April, 1960, 
68117 


between the Company and Midwestern Gas Transmission 
Company, as amended by an Agreement dated the 14th day 
of October, 1965, placed in evidence before the Board in 
Exhibit 1-1 of the hearing commncing the 1st day of 
March, 1966.”’ 


(C) a Licence in the form attached for the exportation 
of gas at a place on the international boundary line between 
Canada and the United States of America near’ Emerson, 
in the Province of Manitoba, in an amount not exceeding 
765,000,000,000 cubic feet during the term of the Licence 
which shall be for a period commencing on a day to be 
fixed by the Board and terminating on the 31st day of 
October, 1990; 


(D) a Licence in the form attached for the exportation 
of gas at a place on the international boundary line be- 
tween Canada and the United States of America near 
Emerson, in the Province of Manitoba, and for the im- 
portation of the same gas at places on the international 
boundary line between Canada and the United States 
of America near Sault Ste. Marie and near Sarnia, both 
in the Province of Ontario, in an amount not exceeding 
6,000,000,000,000 cubie feet during the term of the Licence 
which shall be for a period commencing on a day to be 
fixed by the Board and terminating on the 31st day of 
October, 1990; 


(E) a Licence in the form attached for the exportation 
of gas at a place on the international boundary line be- 
tween Canada and the United States of America near 
Emerson, in the Province of Manitoba, in an amount not 
exceeding 3,000,000,000 cubic feet during the term of the 
Licence which shall be for a period commencing on a day 
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to be fixed by the Board’ and terminating on the 31st 
day of October, 1967; and 


(F) a Licence in the form attached for the importation 
of gas at a place on the international boundary line be- 
tween Canada and the United States of America near 
Sarnia, in the Province of Ontario, in an amount not ex- 
ceeding, during that period from the commencement of 
the Licence to the 1st day of November, 1967, 59,245,000,000 
cubic feet and in an amount not exceeding during the 
period commencing on the 1st day of November, 1967, and 
ending on the Ist day of November, 1968, 23,058,000,000 
cubic feet. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Lee C. White, Chairman; Charles 
R. Ross, Carl E. Bagge, and John A. Carver, Jr. 


Docket No. CP66-110, et al. 


Great Lakes Transmission Company, et al. 


Orpen ReManpixec Proceepinc To Presmprinc EXAMINER 
(Issued December 23, 1966) 


On June 23, 1966, the formal hearing in this proceeding 
was concluded; final briefs were submitted to the pre- 
siding examiner on September 12, 1966, following the 
Commission’s order of August 5, 1966, denying a motion 
to omit the intermediate decision procedure. On Sep- 
tember 13, 1966, the presiding examiner certified the pro- 
ceeding to the Commission for its consideration of the 
question of the future disposition of the proceeding in 
view of a report that the Canadian Government had re- 
fused to grant approval to the Canadian projects upon 
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which the applications herein were based. The examiner 
also directed that the parties show cause why the pending 
applications should not be dismissed without prejudice or 
make other recommendations which they consider appro- 
priate to the Commission. In accordance with the ex- 
aminer’s direction, responses were filed by the applicants 
together with answers by other parties to the case. Great 
Lakes Transmission Company (Great Lakes) submitted 
a filing on October 6, 1966, which stated that ‘the Canadian 
Government has now approved the National Energy 
Board’s issuance of a certificate of public convenience and 
necessity together with the related export and import 
licences in connection with the Great Lakes Project.’ As 
a result of that response the Commission on October 13, 
1966, directed that Great Lakes submit as a formal filing, 
in addition to any licences that may have issued, copies 
of the agreements and undertakings referred to by Great 
Lakes in its response, along with ‘all other documents 


submitted by your clients to the Canadian Government and 
the National Energy Board which formed the basis for 
the agreements and undertakings.’ 


On November 3, 1966, Great Lakes and its associates* 
submitted a further supplement in response to the Com- 
mission’s order incorporating certain material submitted 
to the Canadian Government and statements of members 
of that Government. By letter of November 14, 1966, 
the Secretary 
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of this Commission sought additional documents not yet 
submitted and on December 2, 1966, Great Lakes sub- 
mitted further material which reflected all of the cor- 
respondence not previously filed with the Commission which 


1 Trans-Canada Pipe Lines Limited (Trans-Canada), Michigan Wisconsin 
Pipe Line Company, Michigan Consolidated Gas Company. 
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was submitted by Trans-Canada or Great Lakes to or 
received from the Canadian Government and the National 
Energy Board following the Canadian Government’s initial 
action refusing to approve issuance of the certificate or- 
ders and licences applied for by Trans-Canada in connection 
with the Great Lakes project. 


Great Lakes contends, however, that the material sub- 
mitted other than that incorporated in its November 3, 
1966 response cannot properly be considered by the Com- 
mission in its further evaluation of its application. Great 
Lakes also requested that the Commission remand the 
proceeding to the examiner with directions to resume his 
consideration of the existing record and to issue a prompt 
decision thereon. Responses to this request were sub- 
mitted by various parties to the proceeding: some support 
the Great Lakes’ request, others argue that in view of 
material changes in the situation that the record must be 
reopened, and still others contend that the changes are 
so major that the Great Lakes’ application should be 
dismissed. 


The initial reason why the examiner certified the pro- 
ceeding to the Commission—the fact that the Canadian 
Government had apparently mooted the Great Lakes’ ap- 
plication by denying the appropriate authorizations re- 
quired from the Government—now appears to have been re- 
moved by the subsequent action by the Canadian Govern- 
ment. However, it seems clear that a factual issue is 
presented as to whether any changes in Great Lakes’ plans 
or other material developments have taken place since 
the close of the record which would render impossible or 
inappropriate an evaluation of the Great Lakes’ or com- 
peting proposals on the basis of the existing record. We 
believe the examiner who is familiar with the existing rec- 
ord and the positions of the parties is in the best po- 
sition initially to evaluate the materiality and relevancy 
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of any changes which have taken place. In making such 
evaluation the documents which have been filed with us 
by Great Lakes in its several pleadings will be material 
and we shall direct that they be made a part of the record 
for this purpose? 
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Notwithstanding paragraph (F) of our order of Feb- 
ruary 23, 1966, consolidating the applications in this pro- 
ceeding for hearing, we are of the opinion that, in view 
of the circumstances detailed above, any modification or 
supplement of the application or change in facts as the 
examiner may determine exists which requires further pro- 
ceedings should not be grounds for dismissal of the ap- 
plications herein. However, to the extent that any such 
changes may exist the examiner should consider to what 
extent other parties to these proceedings should be given 
an opportunity to modify their positions, or to present 
additional evidence, and to what extent further public 
notice of the application or applications as modified should 
be given. In the event he decides that such notice is ap- 
propriate, the Secretary of the Commission is hereby au- 
thorized to issue such notice as the examiner may submit 
to him. 


The Commission orders: 


(A) Great Lakes’ submissions to the Commission of 
November 3, 1966 and December 2, 1966 are made a part 
of the record for the further consideration of the examiner 
as detailed herein. 


2If the examiner subsequently determines that the record should be re- 
opened, the appropriateness of the documents as part of such reopened record 
and for use in deciding the case on the merits can be decided in the usual 
manner. 
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(B) The proceeding is remanded to the examiner for 
his further consideration. 
By the Commission. 

(SEaL) 


Joseph H. Gutride, 
Secretary. 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


CP66-110, CP66-111 and CP66-112 
Great Lakes Gas Transmission Company 


CP66-109 


Michigan Wisconsin Pipe Line Company 


CP66-119, CP66-120 and CP66-121 
Midwestern Gas Transmission Company 


CP66-212 
Northern Natural Gas Company 


OP66-213, CP66-214, and CP66-215 
Northern Natural Gas Transportation Company 


Morton or NorrHern Natura Gas Company anD NorTHEEN 
Narurat Gas TRANSPORTATION Company To REOPEN THE 
Recorp For RECEIPT oF ADDITIONAL EVIDENCE 


Northern Natural Gas Company and Northern Natural 
Gas Transportation Company (the Northern Companies) 
hereby move that the record in these proceedings be re- 
opened for the receipt in evidence of the documents at- 
tached to the Great Lakes Gas Transmission Company, 
et al. (Great Lakes, et al.) filings of November 3, 1966 
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and December 2, 1966 relating to and underlying the au- 
thorizations issued by the Canadian Government and for 
the receipt of additional testimony and evidence by the 
Northern Companies regarding the Staff’s ‘‘Public In- 
terest Project’’ which is described in the Commission Staff 
Brief, pp. 55-60 and 
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appendices D, E and F. In support of this Motion, the 
Northern Companies show the following: 


I. 


The documents attached to the Great Lakes, et al. filings 
of November 3, 1966 and December 2, 1966 are essential 
to a determination of the scope and function of the Great 
Lakes project and are, therefore, relevant, material and 
essential in determining whether the Great Lakes project 
meets the requirements of the present or future public con- 
venience and necessity and whether the authorizations is- 
sued to Trans-Canada by the Government of Canada and 
the National Energy Board and the undertakings given to 
the Government of Canada by Trans-Canada in the Agree- 
ment dated October 4, 1966 effect a substantial change or 
amendment of the Great Lakes project. Additionally, the 
Commission’s order of remand issued December 23, 1966 
in these proceedings clearly empowers the Presiding Ex- 
aminer to reopen the record for this purpose. The docu- 
ments should be received in evidence to assure due process 
and a complete record respecting all matters affecting 
the Great Lakes project. 


I. 


The Commission Staff in its Brief, pp. 55-58 outlines 
a “Public Interest Project’? which the Staff contends would 
provide greater benefits to United States consumers than 
either of the competitive projects in 
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these proceedings. The Staff alternative is not the record. 
The Staff, therefore, recommends that the Commission 
‘‘deny all of the competitive applications and invite the 
filing of supplements or new applications consistent with 


the proposals outlined by the Staff or any other project 
which contains the same essentials * * *.’? 


For the reasons set forth below, the Northern Com- 
panies request the Presiding Examiner to reopen the 
record for the purpose of receiving evidence to be pre- 
sented by the Northern Companies regarding a project 
which contains the essential elements of the alternative 
proposal described by the Staff in its Brief. The Northern 
Companies are prepared to serve such testimony and evi- 
dence on March 10, 1967 to present witnesses for cross- 
examination as soon thereafter as the Presiding Examiner 
may direct. This request is not to be construed as an 
amendment or modification of the Northern Companies’ 
proposal or a change in the Northern Companies’ basic 
position. The Northern Companies are convinced that 
upon the completion of a full record, including evidence 
regarding the Staff alternative, the record will demonstrate 
that the Great Lakes project must and should be denied, 
that the Staff alternative is inferior to the Northern Com- 
panies’ project and that the Northern Companies’ project 
is the only project which can be validly certificated by this 
Commission. This request is made solely 

68501 
to assure a final decision by the Commission at the earliest 
practicable date consistent with the mandates of relevant 
Court decisions. 

The Courts have ruled that in determining the require- 
ments of public convenience and necessity in a certificate 
proceeding the Commission ‘has the affirmative duty to 
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give full consideration to alternative plans. Michigan 
Consolidated Gas Co. v. F.P.C., 283 F.2d 204, 224-226 
(CADC, 1960) certiorari denied, 364 U. S. 913; Scenic 
Hudson Preservation Conf. v. F.P.C., 354 F.2d 608 (CA2, 
1965). Indeed, Commission orders granting certificates 
and licenses have been set aside by the Courts and re- 
manded to the Commission for its failure to give considera- 
tion to alternative plans presented to it even after the 
hearing record was closed. Michigan Consolidated Gas 
Co. v. F.P.C., supra; Scenic Hudson Preservation Conf. 
v. F.P.C., supra. 


In the Michigan Consolidated case the Court stated: 


“ce * * We still think that in the special cireumstances 
of this case, the Commission erred in brushing aside 
the settlement proposal on the grounds that it was 
unacceptable to Panhandle and inconsistent with the 
abandonment order. * * * In viewing the public in- 
terest, the Commission’s vision is not to be limited 
to the horizons of the private parties to the pro- 
ceeding.’”’ Id. 226 


Again, in the Scenic Hudson case, the Court said: 


“In City of Pittsburgh, three months after the 
hearings were closed, the petitioners attempted to 
present to the Commission memoranda supporting an 
alternative suggestion. The District of Columbia 
Cireuit set aside the Commission’s order and remanded 
the case with directions to reopen the record. It 
found that the Commission had improperly rejected 
as ‘untimely’ evidence concerning the proposed al- 
ternative. The court stated that: 
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‘The existence of a more desirable alternative is 
one of the factors which enters into a determina- 
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tion of whether a particular proposal would serve 
the public convenience and necessity. That the 
Commission has no authority to command the al- 
ternative does not mean that it cannot reject the 
[original] proposal.’ City of Pittsburgh v. Federal 
Power Comm., 99 U. S. App. D. C. 113, 237 F.2d 
741, 751 n. 28 (1956).”? Id. 617-618. 


* * * 


‘In this case, as in}many others, the Commission 
has claimed to be the representative of the public in- 
terest. This role does not permit it to act as an 
umpire blandly calling balls and strikes for adver- 
saries appearing before it; the right of the public 
must receive active and affirmative protection at the 
hands of the Commission.’’ Id. 620. 


These Court decisions make the Commission duty to 
the public in these proceedings clear. There can be no 
doubt that the Commission must consider evidence regard- 
ing the Staff’s alternative plan before a valid certificate 
ean properly be issued in these proceedings.’ Staff’s 
recommendation (Staff Br. p. 68) to deny all pending ap- 
plications and invite filings requiring entirely new pro- 
ceedings is impracticable. If adopted, the action recom- 
mended by the Staff would result in serious and undue 
delay in making western Canadian gas available to markets 
in eastern Canada by means of transportation through the 
United States. 


11¢ this motion is not granted and if either the Great Lakes’ or Northern 
Companies’ project is certificated on a record devoid of evidence on the Staff’s 
proposal, any other party to the proceeding, under the Court decisions cited 
herein, would be able substantially to delay construction of the certificated 
facilities pending conclusion of Court review and could succeed in obtaining a 
remand of the case to the Commission for further proceedings respecting the 
alternative proposal of the Staff. 
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Consideration of the evidence to be submitted by the 
Northern Companies regarding the essential elements of 
the Staff’s alternative project at this stage of the pro- 
ceedings will assure a complete record with respect to all 
facets of the public interest and will enable the Com- 
mission to render a final decision in the most prompt and 
expeditious manner. The public interest of consumers in 
both the United States and Canada requires a decision 
by this Commission at the earliest practicable date. 


The evidence to be submitted by the Northern Com- 
panies will include studies showing the design and estimated 
cost of facilities, estimated cost of service and proposed 
rates. This evidence will encompass the expansion and 
full utilization of Midwestern’s existing facilities and 
the utilization of the Northern system to effect and ex- 
change-displacement of gas between U. S. and Canadian 
sources. It will encompass additional construction by 
Northern Natural Gas Transportation Company of a 30- 
inch line from Emerson, Manitoba to Sandstone, Minnesota 
and a 36-inch line from Ogden, Iowa to Station 10 on the 
Michigan Wisconsin system. The evidence will also en- 
compass utilization of a portion of the existing Michigan 
Wisconsin system from station 10 to Niles, Michigan and 
additional construction of a 36-inch line by Michigan Wis- 
consin from Niles to the International boundary near St. 
Clair, Michigan. The total cost of facilities will be less 
than those proposed by Great Lakes and the 
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facilities will be capable of delivering the total volumes 
of gas as proposed by the applicants. 

WHEREFORE, the Northern Companies move that the 
Presiding Examiner direct that the record in these pro- 
ceedings be reopened for the receipt in evidence of the 
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documents attached to the Great Lakes, et al. filings of 
November 3, 1966 and December 2, 1966 and for the re- 
ceipt of evidence by the Northern Companies regarding the 
essential elements of the Staff’s alternative proposal; that 
the Presiding Examiner fix March 10, 1967 as the date 
for the service by the Northern Companies of testimony 
and evidence regarding a project which contains the es- 
sential elements of the Staff’s alternative proposal as 
outlined in the Staff’s Brief pp. 55-68 and that he fix a 
date for the cross-examination of the Northern Companies’ 
witnesses as soon thereafter as he may deem appropriate. 


Respectfully submitted, 


NortHern Naturat Gas CoMPaNny 
NorrHern Natura Gas 
TRANSPORTATION COMPANY 


By Cuartss A. Case, JR. 
Charles A. Case, Jr. 


F. Vixson Roacu One of Their Attorneys 
Jack C. OsBoRNE 
Dayret B. O’Brien, JR. 
Joun Gale 
2223 Dodge Street 
Omaha, Nebraska 68102 


Justix R. WoiF 

Cuartes A. CasE, JR. 

Davip B. Warp 
Wolf & Case 
1625 K Street, N. W. 
Washington, D. C. 20006 


Attorneys for Northern Natural Gas 
Company and Northern Natural Gas 
Transportation Company 


Dated: January 17, 1967 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


In the Matters of 
Docket Nos. 


CP66-110, CP66-111, and CP-112 
Great Lakes Gas Transmission Company 


CP66-109 
Michigan Wisconsin Pipe Line Company 


CP66-119, CP66-120, and CP66-121 


Midwestern Gas Transmission Company 


CP66-212 
Northern Natural Gas Company 


CP66-213, CP66-214 and CP66-215 
Northern Natural Gas Transportation Company 


Appeal of Great Lakes Gas Transmission Company, Et AL, 
From Ruling of Presiding Examiner on Reopening of 
Proceedings 
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Appendix A 


Ottawa, 
February 2, 1967 


Mr. J. W. Kerr, 

President, 

Trans-Canada Pipe Lines Limited, 
150 Eglinton Avenue East, 
Toronto 12, Ontario. 


Dear Mr. Kerr: 


On January 19, 1967, upon an application from Trans- 
Canada Pipe Lines Limited dated January 10 and in the 
light of its continuing study of the matter, the Govern- 
ment of Canada on the recommendation of the National 
Energy Board approved an extension from February 1, 
1967, of the date by which Trans-Canada must file with 
the National Energy Board the Federal Power Commission 
authorizations necessary to enable the Great Lakes project 
to proceed. In announcing the Government’s decision, I 
stated that ‘“. . . the Government believes that the Great 
Lakes project is the most economical means of supplying 
additional Canadian gas to Canadian customers, as well 
as an appropriate means of meeting such further export 
demands as may develop in the parts of the United States 
to be traversed by the Great Lakes system.” 


While fully supporting the Great Lakes project, the 
Government has an over-riding concern that additional gas 
must be supplied to Eastern Canada by next winter’s heat- 
ing season. As I announced, the Government will con- 
tinue to review the status of the Great Lakes project 
before the Federal Power Commission and will take such 
further action as appears appropriate. 
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As you are aware, the Government considers it essential 
that alternative plans for bringing more Western Canadian 
gas to Eastern Canada through additional pipe line facil- 
ities in Canada be available for implementation this year 
if the Great Lakes project cannot be approved by the 
Federal Power Commission in time to permit the com- 
mencement of deliveries of gas by Great Lakes to Eastern 
Canada this year. 


Accordingly, should it become apparent that the Great 
Lakes project can not be approved in time to permit de- 
liveries to Eastern Canada this year, Trans-Canada should 
promptly submit to the National Energy Board an appli- 
eation for certification of additional pipe line facilities to 
be constructed in Canada. 


Yours very truly, 


sgd. Jean-Luc Perry 
Jean-Luc Pepin 
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UNITED STATES OF AMERICA 


FEDERAL POWER COMMISSION 


Before Commissioners: Lee C. White, Chairman; L. J. 
O’Connor, Jr., Charles R. Ross, Carl E. Bagge, and 
John A. Carver, Jr. 


OP66-110, CP66-111, and CP-112 
Great Lakes Gas Transmission Company 


CP66-109 
Michigan Wisconsin Pipe Line Company 


CP66-119, CP66-120, and CP66-121 
Midwestern Gas Transmission Company 


CP66-212 
Northern Natural Gas Company 
CP66-213, CP66-214, 
Northern Natural Gas Transportation Company 


Orper Dexyrxc AppeaL, Warvinc ExaMINER’s DECISION, 
AND GRANTING ORAL ARGUMENT 


(Issued March 3, 1967) 


On February 3, 1967, Great Lakes Gas Transmission 
Company, et al. (Great Lakes) filed an appeal from the 
January 24, 1967 ruling of the presiding examiner granting 
the motion of Northern Natural Gas Transportation Com- 
pany (the Northern Companies) to reopen the record for 
the receipt of evidence concerning a proposal by the 
Northern Companies allegedly containing the ‘‘essential 
elements’’ of an alternative plan submitted by Staff in its 
brief filed August 26, 1966. Answers to the Great Lakes’ 
motion were submitted by the Northern Companies and 
our staff. 
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Northern alleges that its proposed presentation on staff’s 
proposal will show that it is superior to Great Lakes’ pro- 
posal, but inferior to Northern’s. It asserts that the type 
of plan advocated by the staff, even if improved in ma- 
terial respects, would still not be the optimum method 
of serving the public convenience and necessity. 


Additionally, the Northern Companies’ claim that the 
Great Lakes’ project has changed from one of a mere 
accommodation for Canadians to one that will become 
increasingly oriented to the importation of large quantities 
of Canadian gas for consumption in the United States, 
and that, therefore, the Commission must have a complete 
record so as to 
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properly determine which alternative provides maximum 
benefits for United States consumers. The Northern Com- 
panies further argue that the grant of Great Lakes’ appeal 


would be contrary to the holdings in Michigan Wisconsin 
Gas Company v. F.P.C.,) City of Pittsburgh v. F-P.C.,2 and 
Scenic Hudson Preservation Conference v. F.P.C2 


Great Lakes alleges: (1) the Commission can consider 
the staff’s ‘‘public interest proposal”? without reopening 
the record; (2) the alternative evidence sought to be put 
into the record by the Northern Companies does not relate 
to staff’s proposal, but to a modification of the Northern 
Companies project; and (3) the proffered evidence con- 
cerns a proposal that could not be certificated in any event. 
In addition Great Lakes avers that if the record is re- 
opened for the inclusion of this evidence, the delay would 
render its project (and the competing Northern Companies 
project) moot since the Canadian Government would re- 
quire that other steps be taken immediately. 


1283 F.2d 204, 224-226 (CADC 1960), cert. denied, 364 U.S. 913. 
2 237 F.2d 741, 751 n. 28 (CADC 1956). 
3354 F.2d 608 (CA2 1965), cert. denied, 384 U.S. 941. 
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Requests for the waiver and omission of the examiner’s 
intermediate decision have been filed by Great Lakes, Mid- 
western Gas Transmission Company, Consumers Gas Com- 
pany and the St. Lawrence Gas Company. Oppositions 
have been filed by the Panhandle Eastern Pipe Line Com- 
pany and the Fuels Research Council, Inc. Great Lakes 
has also filed a request for oral argument. 


We do not decide here whether Northern’s evidence con- 
stitutes a proper development of the staff’s proposal or 
is essentially a new proposal; we conclude only that the 
examiner’s determination to receive the evidence, and to 
permit cross-examination thereon if he determines it to 
be relevant and material to the making of a complete rec- 
ord, is not inappropriate under the circumstances. It is 
of no significance that we could not certificate the staff’s 
proposal for our consideration of that proposal could well 
demonstrate that the public interest would require rejec- 
tion of each of the pending applications. Therefore, the 
appeal of Great Lakes will be denied. But our denial 
should not be interpreted as a ruling on the appropriate- 
ness of Northern’s submission. We leave that question for 
resolution together with the merits. 
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In so concluding we are by no means insensitive to Great 
Lakes’ final contention that the delay resulting from denial 
of its appeal would render both its project and that of the 
Northern Companies moot since the Canadian Government 
would require that steps be taken in the immediate future 
to assure adequate service to Canadian consumers next 
winter. It does appear that there is a pressing need for 
additional natural gas service in Canada, and the Cana- 
dian Government has directed Trans Canada to apply, 
by May 1, 1967, for permission to construct additional 
facilities in Canada if it believes that transportation serv- 
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ice through the United States cannot be authorized in 
time to install facilities for the 1967-1968 heating season. 
Presumably Trans Canada would be required to loop its 
present Canadian line. And, while the record does not 
indicate precisely how much looping would be required it 
would appear to be significant. Once that looping program 
is completed it is questionable whether any of the pro- 
posals now before us would still be viable. Moreover, even 
if the initial looping would not moot the need for trans- 
portation service through the United States, it would un- 
doubtedly prejudice significantly Great Lakes’ ability to 
finance its transportation proposal. Certainly the public 
interest will not be furthered by the elimination of the 
Great Lakes’ alternative without affording this Commis- 
sion an opportunity to consider it on its merits. Based 
upon the foregoing we find that the due and timely execn- 
tion of our functions imperatively and unavoidably requires 
the omission of the examiner’s decision. 


Accordingly, the appeal of Great Lakes is denied and 
its requests for the waiver of the intermediate decision 
and for oral argument are granted. Following the expe- 
ditious completion of cross-examination which is to com- 
mence on March 8, 1967, the examiner is further directed 
to certify the record to the Commission for decision. The 
parties will have 20 days from the close of cross-examina- 
tion to file initial briefs and 10 days thereafter to file 
answering briefs. All briefs should be served by air mail. 
Oral argument will be heard at 10:00 am. op April 21, 
1967, in a hearing room of the Federal Power Commission 
at 441 G Street, N. W., Washington, D. C. 


By the Commission. 
(Szar) 
Joseph H. Gutride 
Secretary. 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


In the Matters of 
Docket Nos. 


OP66-110, CP66-111 and CP66-112 
Great Lakes Gas Transmission Company 


CP66-109 
Michigan Wisconsin Pipe Line Company 
OP66-119, CP66-120, and OP66-121 
Midwestern Gas Transmission Company 


CP66-212 
Northern Natural Gas Company 


CP66-213, CP66-214 and CP66-215 
Northern Natural Gas Transportation Company 


OFFER oF SETTLEMENT 


Pursuant to the provisions of Section 1.18 of the Com- 
mission’s Rules of Practice and Procedure, Northern Nat- 
ural Gas Company (Northern) and Northern Natural Gas 
Transportation Company (Northern Transportation) (col- 
lectively the Northern Companies), Applicants herein, here- 
with submit the following Offer of Settlement: 


I. 


Basis FoR SETTLEMENT 


The Northern Companies, without waiving any of their 
rights should this Offer of Settlement not be acceptable, 
hereby offer and propose that these competitive proceedings 
be resolved by the parties agreeing and the 
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Commission authorizing the construction and operation of 
the ‘‘Staff Public Interest Project,’’ as modified by the 
Northern Companies and as described in Exhibit Nos. 
131-1334 (hereinafter “Staff Project’’) but with the fur- 
ther modifications and additional considerations as follows: 


(1) A wholly owned United States subsidiary of Trans- 
Canada Pipe Lines Limited (Trans-Canada) would con- 
struct, own and operate the 30-inch pipeline from Emerson, 
Manitoba to the interconnection with Northern’s system 
at Sandstone, Minnesota. 


(2) Northern Transportation Company, Midwestern Gas 
Transmission Company (Midwestern), Michigan Wisconsin 
Pipeline Company (Michigan Wisconsin) and the afore- 
mentioned wholly owned subsidiary of Trans-Canada would 
file, subject to the approval of the Commission, a joint 


tariff relating to the transportation of gas for Trans- 
Canada, such joint tariff to be designed to recoup annual 
revenues in an amount to be agreed among the parties 
affected based upon the fifth year cost of service. 


(3) The term of the agreement between Trans-Canada 
on the one hand, and the Northern Companies, Midwestern, 
Michigan Wisconsin and the aforementioned wholly owned 
subsidiary of Trans-Canada on the other, for the trans- 
portation of gas from Emerson to St. Clair and Sault Ste. 
Marie shall be 12 years, with an option in Trans-Canada, 
exercisable before the end of the tenth year, to renew 
for an additional ten years. 
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(4) Northern Transportation Company will pay the 
aforementioned wholly owned subsidiary of Trans-Canada 
for the transportation of volumes to be used as compressor 
fuel and for the volumes to be resold to Michigan Con- 
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solidated Gas Company ( Michigan Consolidated) rates 
designed to recoup such subsidiary’s cost of rendering that 
service in the fifth year, and Ni orthern Transportation and 
Michigan Wisconsin will design rates for the sales and 
services to be rendered to Michigan Consolidated based 
upon the annual cost of the service each will perform in 
the fifth year. 


(5) Northern will dedicate to Trans-Canada from North- 
ern’s own total gas supplies a daily volume equal to that 
which Trans-Canada tenders ‘at Emerson for transporta- 
tion to Sault Ste. Marie and St. Clair. 


(6) Northern will reaffirm its earlier undertaking to 
purchase from Trans-Canada, or otherwise cause to be 
sold and marketed in the United States, commencing no 
later than the heating season 1972-1973, at least 200,000 
Mef of Canadian natural gas per day, if available. The 
undertaking is in addition to such additional volumes of 


gas as American Natural Gas Company may undertake to 
purchase from Trans-Canada. 


II. 
Reasons mv Supporr or Serrrement 
The foregoing Offer of Settlement, if agreed to by all 


parties and approved by the Commission, would bring 
these proceedings to the swift 
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conclusion desired by all and assure the delivery of gas 
to Eastern Canada by the Fall of 1967 without sacrificing 
the public interest of either the United States or Canada 
and without sacrificing the legitimate interests of any 
of the parties involved in this Proceeding. Moreover, if 
accepted by the applicants and Trans-Canada, the settle- 
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ment can be promptly submitted to the National Energy 
Board in Canada for appropriate action. 


The underlying foundation for the offer is the record- 
demonstrated fact that only through exchange-displace- 
ment on the Northern system can Western Canadian gas 
be made available at the lowest cost to consumers in 
Eastern Canada and only through such exchange-displace- 
ment can United States consumers benefit substantially. 
Exchange-displacement being the sine qua non of valid cer- 
tification of any proposal to make Western Canadian gas 
economically available in Eastern Canada by means of 
transportation through the United States, the instant offer 
attempts to add to this essential, the compatible desires 
of other parties and the Commission Staff. 


The desire of Trans-Canada to have an ownership par- 
ticipation in the facilities used for the transportation of 
Canadian gas through the United States is recognized and 


provided for, as are the desires of the existing United 
States companies which seek to assist in providing this 
service. 
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The desirability of initiating natural gas service in 
presently unserved areas of the Eastern portion of the 
Upper Peninsula of Michigan and Sault Ste. Marie, Ontario 
is recognized and such service is made possible under 
most favorable conditions. 


The settlement proposal carries out the Commission 
Staff’s recommendation that investment in new facilities 
be kept at a minimum and that, in order to provide 
economies and benefits to United States consumers, pres- 
ent facilities of existing companies be utilized; at the 
same time economical large diameter pipe is used for all 
new lines that are necessary. 
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As demonstrated in detail in Exhibit No. 131A, the in- 
vestment required under this instant settlement proposal 
would be some $51,000,000 less than the cost estimated by 
Great Lakes, et al. to perform the same fifth year service, 
almost $10,000,000 less than under the Northern Com- 
panies’ proposal at Docket No. CP66-212, et al., and some 
$152,000,000 less than the investment estimated to be re- 
quired to perform the same services, should Trans-Canada 
elect or be required to loop its existing Northern Ontario 
line. The fifth year investment costs of the respective 
companies under the settlement proposal would be as 
follows: 


68705 
Trans-Canada 
(U.S. Subsidiary) $ 48,420,000 
Midwestern 17,612,000 
NNG Transportation Co. 60,513,000 
Northern Natural Gas Co. 14,575,000 


Michigan Wisconsin 65,502,000 
$206,622,000 


The settlement proposal also recognizes the desires of 
Trans-Canada to export gas for sale in the United States 
and the indications given by several United States com- 
panies of their desires to utilize Canadian gas in the fore- 
seeable future. Just as exchange-displacement is the most 
economical way to make Western Canadian gas available 
to Eastern Canada, it clearly will be the most economical 
way to make such additional Western Canadian gas sup- 
plies available to consumers in the midwestern United 
States. 


Finally, the settlement proposal is compatible with the 
undertakings given by Trans-Canada to the Government of 
Canada in the Agreement dated October 4, 1966. Under 
the settlement proposal, Trans-Canada’s existing Northern 
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Ontario facilities would remain the main line for supplying 
gas to Eastern Canada. 


Wuenzerore, the Northern Companies request that the 
Commission, upon the receipt of responses hereto and 
without altering the procedures set out in its Order issued 
March 3, 1967, promptly convene a conference before the 
Presiding Examiner for the purpose of permitting 
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the parties to consider the settlement of the issues in this 
proceeding. 


Respectfully submitted, 


NortHern Natura, Gas Compaxy 
NorrHern Natura, Gas 
TRANSPORTATION ComMPaNy 


By F. Vrxsox Roacu 
F. Vinson Roach 
Vice President and 

F. Vixson Roacw General Counsel 
Jack C. OsBornxe 
Dantt B. O’Bren, Jr. 
JOHN GALE 

2223 Dodge Street 

Omaha, Nebraska 68102 


Justis R. Wor 

Cuartes A. Case, Jr. 

Davip B. Warp 
Wolf & Case 
1625 K Street, N.W. 
Washington, D. C. 20006 


Attorneys for Northern Natural Gas Company and 
Northern Natural Gas Transportation Company 
Dated: March 8, 1967 
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CERTIFICATE OF SERVICE 


I hereby certify that I have this day served the foregoing 
document upon all parties of record in this proceeding in 
accordance with the requirements of Section 1.17 of the 
Rules of Practice and Procedure. 


Dated at Washington, D. C., this 8th day of March, 1967. 


F. Vinson Roacz 
F. Vinson Roach 


Of Counsel for 

Northern Natural Gas Company 

Northern Natural Gas Transportation 
Company 
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APPENDIX A (Corrected) 


COMPARISON OF ANNUAL COSTS TO TRANS-CANADA AND MICHIGAN 
CONSOLIDATED UNDER GREAT LAKES PROJECT AND NORTHERN’S 
ORIGINAL AND ‘‘MODIFIED STAFF’? PROPOSALS, FIFTH YEAR 
OF OPERATION 


(000 Omitted) 
Comparative Annual Cost 


Great Lakes Northern Original 


Incre- Fall Incre- Full 
mental Allocated mental Allocated 


Great Lakes $31,455 $31,455 
Transportation Co. $32,670 $32,670 
Northern 1,735 13,385 
Midwestern 
Michigan Wisconsin 
Total Cost of 
Transportation $31,455 $46,055 
Other Costs to Purchasers 
Import Duty (Trans-Canada) — $ 6,749 
| Additional Facility Costa 
(Michigan Consolidated) 1,184 


Additional Facility Costs-Btu 
(Trans-Canada) 


314 


69395 
UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Lee C. White, Chairman; L. J. 
O’Connor, Jr., Charles R. Ross, Carl E. Bagge, and 
John A. Carver, Jr. 


Docket Nos. CP66-110, CP66-111 and CP66-112 


Great Lakes Gas TRANSMISSION CoMPANY 


Docket No. CP66-109 


Micuican Wisconsin Pirz Line Company 


Docket Nos. CP66-119, CP66-120 and CP66-121 


MipwEsTEEN Gas TRANSMISSION CoMPANY 


Docket No. CP66-212 


Norruern Narvrat Gas Company 


Docket Nos. CP66-213, CP66-214 and CP66-215 


NorrHern Naturan Gas Transportation CoMPaNy 


Opinion No. 521 
Opinion and Order Granting and Denying Certificates 
(Issued June 20, 1967) 


O’Connor, Commissioner: 


In this case we are asked to certificate facilities designed 
to transport western Canadian gas through the United 
States for delivery at eastern Canadian markets. Two 


104. 


(69396) 


competing proposals are before us:! one filed by the Great 
Lakes Gas Transmission Company (Great Lakes), the 
other by the Northern Natural Gas Company (Northern 
Natural) and the Northern Natural Gas Transportation 
Company (Northern Transportation). Under each pro. 
posal Trans-Canada Pipe Lines Limited (Trans-Canada) 
would make Canadian gas available at Emerson, Manitoba, 
and have the equivalent volumes returned to it at two 
delivery points in Ontario, Sault Ste. Marie and at the St. 
Clair river 
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near Sarnia. Similarly, both proposals contemplate the 
sale of Canadian gas by the applicant to the Michigan 
Consolidated Gas Company (Michigan Consolidated) and 
by the Midwestern Gas Transmission Company (Mid- 
western) to the Michigan Wisconsin Pipe Line Company 
(Michigan Wisconsin); the identical volumetric sales is 
provided for under each proposal. Indeed, the essential 
difference between the proposals relates to the manner in 
which the transportation service for Trans-Canada would 
be performed. The Great Lakes proposal requires the 
construction of an entirely new pipeline which would be 
utilized, principally, to through-put Canadian gas; the 
Northern proposal would utilize both existing and new 
facilities to effect an exchange of Canadian gas for United 
States’ production. We are asked not only to issue the 
necessary certificates of public convenience and necessity 
under Section 7 of the Natural Gas Act authorizing the 
required construction and sales within the United States, 
but to authorize as well the requested importations and 
exportations and the construction of the necessary border 


1 The applications are before us following waiver, upon application, of the 
Examiner’s decision. Oral argument was heard on April 21, 1967. A de- 
scriptive map is attached. 
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facilities pursuant to Section 3 of the Act and Executive 
Order 10485, respectively. For the reasons stated, we find 
that our authority should be exercised in favor of the Great 
Lakes proposal. 


Tae Great Lakes PRoposaL 


Great Lakes is a Delaware corporation, jointly owned by 
Trans-Canada and the American Natural Gas Company 
(American Natural). Trans-Canada is a Canadian corpora- 
tion which owns and operates a pipeline system extending 
from Alberta to population centers in Ontario and Quebec. 
Its reserves are located in Alberta and are delivered to 
it through the facilities of Alberta Gas Trunk Line Com- 
pany, Ltd. Between Alberta and Winnipeg, Trans- 
Canada has a fully looped 34-inch line and from Winnipeg 
to Toronto it has a single 30-inch line. It connects with 
Midwestern near Emerson and with other United States 


companies at Niagara Falls and in northern Vermont. 


American Natural is the parent company of both 
Michigan Wisconsin and Michigan Consolidated. Michigan 
Wisconsin has pipeline facilities extending into Texas and 
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Louisiana and transmission facilities in Wisconsin, 
Illinois, Indiana and Michigan. Michigan Consolidated 
owns transmission and distribution facilities in Michigan 
extending from the upper peninsula to the Detroit area. 
Trans-Canada and American Natural have contractually 
agreed to submit Great Lakes’ operational disputes to 
arbitration. 

Great Lakes seeks authority (CP66-110) under Section 
7 to construct and operate a 989-mile, 36-inch pipeline 
extending between points of connection with Trans-Canada 
at Emerson, Manitoba, and near Sarnia, Ontario. The new 
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line would traverse northern Minnesota, Wisconsin, and 
the upper peninsula of Michigan, cross the Straits of 
Mackinac and continue south to the central Michigan 
underground storage fields of Michigan Wisconsin and 
from there east to the St. Clair River. North of the Straits 
of Mackinac a 44-mile, 10-inch lateral would be constructed 
to Sault Ste. Marie, Ontario. Great Lakes also seeks 
authority to import and export gas (Docket No. CP66-112), 
and to build facilities at the international border (Docket 
No. CP66-111). 


The Great Lakes’ project will be constructed in two 
steps: in the first year 157 miles of pipeline will be built 
between Michigan Wisconsin’s central Michigan storage 
area and the St. Clair delivery point and will be used to 
transport, for the account of Trans-Canada, 113 M?cfd 
which it will purchase from Michigan Wisconsin. In 
return Michigan Wisconsin will purchase an equivalent 


volume of gas at Marshfield, Wisconsin, from Midwestern, 
which, in turn, will purchase the gas for that sale from 
Trans-Canada at Emerson. During the first three contract 
years Great Lakes will also transport gas from Michigan 
Wisconsin for the account of Michigan Consolidated for 
injection into the latter’s lower peninsula Belle River Mills 
storage field. 


In the second contract year the 832 miles of pipeline 
between Emerson and the Michigan Wisconsin storage area, 
as well as the lateral to Sault Ste. Marie, will be constructed. 
In that year, Trans-Canada will reduce its purchases from 
Michigan Wisconsin to 63 M’cfd, and Great Lakes will 
transport a contract demand of 392 M’ecfd for Trans- 
Canada’s account from Emerson to the two Ontario 
delivery points. 
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Great Lakes will also commence the sale of 20 Mcfd of 
Canadian gas to Michigan Consolidated for resale in the 
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upper peninsula of Michigan and for injection into the 
Belle River Mills storage field near St. Clair, Michigan. 


Beginning with the third contract year, Trans-Canada 
will cease purchasing gas from Michigan Wisconsin, and 
Great Lakes will transport a contract demand of 530 
M2cfd. The volume to be transported by Great Lakes for 
Trans-Canada will reach 600 M?cfd in the fourth year and 
677 M2cfd in the fifth year. Michigan Consolidated will 
increase its purchases from Great Lakes to 40 M?cfd in 
the third year and to 57 M’cfd in the fourth year, at which 
level it will thereafter remain. Trans-Canada has obtained 
the necessary licenses from the Canadian National Energy 
Board. 


Midwestern seeks authority (Docket No. CP66-119) to 
construct and operate additional facilities on its northern 
system, consisting primarily of additional compression, 
and to sell an additional 113 M’cfd to Michigan Wisconsin 
at Marshfield for resale. From the third year of operation 
on, when Michigan Wisconsin will no longer be selling gas 
to Trans-Canada, the entire 113 M°cfd will be utilized by 
Michigan Wisconsin to meet its domestic requirements. 
Additionally, Midwestern seeks authority to import 
116.332 M2cfd from Trans-Canada (Docket No. CP66-121) 
as well as authority to build border facilities (Docket No. 
CP66-120). Under the Great Lakes and Midwestern 
applications total additional sales of Canadian gas to 
United States customers will, therefore, amount to 170 
M’cfd. 


By agreement with the Canadian Government Trans- 
Canada cannot dispose of its half interest in the Great 
Lakes project without government authorization and it 
must plan its operations so as to retain its Canadian line 
as the principal means of transporting western Canadian 
gas east. As to the latter Trans-Canada is obligated, at 
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the outset, to use its Canadian line for more than 50 per- 
cent of such deliveries and to increase such usage to 60 
and then 65 percent 

69399 


as its Eastern market needs grow? 


The construction cost of the Great Lakes proposal, 
through the fifth year, is estimated to be $228,108,000. Of 
this total $211,669,000 is estimated as the cost of the Great 
Lakes’ line, $13,562,000 as the cost of Midwestern’s addi- 
tional facilities, which includes 5.6 miles of 30-inch 
looping and the addition of compression, and $2,877,000 as 
the cost to be expended by Michigan Wisconsin, primarily 
for the addition of compression. Great Lakes proposes to 
fmance its investment costs by raising $203 million— 
$145 million through 20-year first mortgage sinking fund 
bonds, $24 million through 10-year sinking fund promis- 
sory notes, and $34 million through the issuance of common 


stock to be purchased equally by Trans-Canada and 
American Natural. 


The rates which Great Lakes proposes to charge are 
predicated on a fifth year cost of $41,001,900, representing 
$35,044,000 in transportation cost of service (which includes 
a 6.5 percent return on a $211,669,000 net investment base) 
and $5,957,900 as the cost of gas purchased for resale. The 
economic feasibility of its line in that year is based on the 
minimum delivery of 255,500 Mcf. To establish that that 
amount of gas will in fact be transported Great Lakes 
relies on long-term (25 years) transportation and sale 
contracts with Trans-Canada and with Michigan Con- 


2 The increase to 60 percent is to commence November 1, 1976, provided 
that by that time Trans-Canada’s market demand in eastern Canada has 
reached 579,490 M2cfd. If its needs have not grown at the anticipated rate, 
the 60 percent minimum is deferred until the year after that demand has been 
reached. The 65 percent minimum is to be reached ‘‘within a reasonable time’? 
thereafter. 
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solidated, respectively. Pursuant to those contracts Great 
Lakes will transport up to 677 M’cfd (234,800 M’cf 
annually) for Trans-Canada and 57 M’cfd (20,800 Mcf 
annually) for Michigan Consolidated. Relying on dis- 
tributor contracts and market projections Great Lakes 
contends that Trans-Canada will require 456,000 M’cf for 
its eastern Canadian markets by 1970. 
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Applying the requirement that at least 50 percent of the 
deliveries be made through the existing Canadian line, 
Great Lakes contends that it will be transporting 224,000 
M?cf through its line. In addition to this basic transporta- 
tion service and the amount to be sold to Michigan Con- 
solidated, Great Lakes will transport an additional 11,000 
M’cf for Trans-Canada which amount, since following 
delivery at St. Clair it will be exported by Trans-Canada 
to New York and Vermont, is not subject to the 50 percent 
limitation, and will utilize 10,000 M?cf in fuel and losses. 
Assuming a transportation and resale annual volume of 
255,550 M?cf and a total cost of operations of $41,001,900 
Great Lakes’ rates to Trans-Canada and Michigan Con- 
solidated would be as follows: 


Demand Commodity 
Per Mcfd per month Per Mcf 


For Transportation*® $2.54 5.0¢ 
Price at Emerson $2.706 19.745¢* 
For Sale’ $5.24 24.75¢ 


3 The contract gives Trans-Canada the option during the first three years 
of paying a straight commodity rate of 13.75 cents per Mef, approximately 
the demand-commodity-charges at a 95 percent load factor. 


4 This is the contract charge for Jan. 1, 1971, through 1975. 
5 Michigan Consolidated will have the option during the first three years 
of paying a straight commodity rate of 41.04 cents per Mcf. 
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At 100 percent load factor these rates amount to 13.35 
cents per Mcf to Trans-Canada and 41.98 cents per Mef 
to Michigan Consolidated.* 
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There is no reserve problem. It is contended without 
dispute, and the record establishes, that Trans-Canada 
has a reserve life of 21.6 years and that the deliverability 
of its proven reserves, under existing contracts, is 
sufficient to meet its requirements for 14 years. 


Tue NorrHern Proposan 


As noted, Northern Natural and its newly formed sub- 
sidiary, Northern Transportation, propose a project that 
is capable of performing essentially the same service both 
for Trans-Canada and Michigan Consolidated as would 
Great Lakes.” Thus, Northern would receive up to 677 


M’cfd from Trans-Canada at Emerson and deliver the 
equivalent volume in Ontario at Sault Ste. Marie and St. 
Clair. Further, it would purchase sufficient volumes from 
Trans-Canada to take care of fuel usage and permit the 


6 Midwestern will purchase gas from Trans-Canada at a demand charge of 
$2.706 per Mef per month and a commodity charge of 19.745¢ per Mef for 
the period Jan. 1, 1971, through 1975. At 100 percent load factor the rate 
would be 28.63 cents per Mcf. Midwestern will resell the gas to Michigan 
Wisconsin under its Rate Schedule CD-2 with a demand charge of $3.94 and 
a commodity charge of 24.92¢, or a rate of 37.9 cents per Mcf at 100 percent 
load factor. According to the record this price would approximate Michigan 
Wisconsin’s cost of gas in the area. Moreover, to bring an additional 113 
M2cfd of its own reserves into its system Michigan Wisconsin may well have 
to loop its entire line between Janesville and South Louisiana, Michigan Wis- 
consin’s rate for its interim service to Trans-Canada will be $4.60 and 25.75¢, 
or a rate of 40.88 cents per Mcf at 100 percent load factor. Trans-Canada 
will pay Great Lakes 2¢ per Mcf as a transportation charge relating to its 
purchases, during the first two years, from Michigan Wisconsin. 


7 The combined Northern Natural-Northern Transportation Proposal herein- 
after will be referred to as the Northern proposal. 
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sale of up to 57 M’cfd to Michigan Consolidated. As 
originally proposed, Northern would have Midwestern sell 
the 113 M2efd to Michigan Wisconsin. By supplement to 
its application it offers in the alternative to make that 
sale itself from its southern reserves. The Northern 
proposal is dependent upon the construction of three new 
pipeline fragments by Northern Transportation which 
would connect with existing facilities of Northern Natural. 
In addition, Northern Natural would be required to under- 
take some expansion of its present system. 
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Northern Transportation’s facilities would be con- 
structed in two stages. For the first year of operation it 
would construct a 214mile, 36-inch pipeline between 
facilities of Michigan Wisconsin near Niles, Michigan and 
Trans-Canada’s facilities at St. Clair. In the second year 
of operation it would construct 285.4 miles of 36-inch line 
from Emerson to the facilities of Northern Natural at 
Sandstone, Minnesota, 417 miles of 36-inch line from 
Ogden, Iowa, to Niles, (for a total of 916 miles of 36-inch 
line) and 186 miles of 12-inch line from Republic, Michigan 
to the Sault Ste. Marie. 


The basic Northern proposal is to have Canadian gas 
delivered by Trans-Canada to Northern Transportation at 
Emerson. Northern Transportation would bring that gas 
south into the Northern Natural system at Sandstone 
where it would be used, in the main, to satisfy Northern’s 
own system requirements north of Ogden, as well as to 
supply 29 M?cfd to Trans-Canada at Sault Ste. Marie and 
57 M@cfd to Michigan Consolidated. In exchange for the 
Canadian gas so utilized Northern Natural would deliver 
equivalent volumes, from its domestic reserves, to 
Northern Transportation at Ogden for delivery to Trans- 
Canada at St. Clair. To assure Trans-Canada that it will 
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deliver to it domestic gas of the equivalent Btu and specific 
gravity as the Canadian gas which it receives, Northern 
Natural has offered, as one alternative, to segregate and 
in effect dedicate whatever facilities are necessary to 
transport the required volumes to Ogden from its southern 
reserves, 


During the first two years of service Northern Trans- 
portation would transport, between Niles and St. Clair, 
volumes of gas to be purchased by Trans-Canada from 
Michigan Wisconsin. During the first three years Northern 
Transportation would also transport to Michigan Con- 
solidated’s Belle River Mills storage field gas to be pur- 
chased from Michigan Wisconsin at Niles. Northern 
Transportation seeks the requisite import and export 
authorizations (Docket No. CP66-215) as well as authority 
to construct the necessary border facilities (Docket No. 
CP66-214). 


In order to accommodate the large quantity of Canadian 
gas that would be delivered into its system at Sandstone, 
Northern Natural proposes to expend $14,575,000 for addi- 
tional facilities north of Ogden. 
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The construction cost of the Northern proposal is esti- 
mated to be $185,298,000, the cost of the facilities to be 
constructed by Northern Transportation. No charge is 
assessed against the proposal for the existing or additional 
facilities of Northern Natural which will be utilized. In 
addition, Michigan Wisconsin would expend $2,759,000 and 
Midwestern $13,562,000. 


Northern Transportation proposes to finance its project 
through the sale of $50,000,000 of common stock, 
$100,000,000 of sinking fund promissory notes and 
$19,500,000 of interim notes. All of the securities would 
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be purchased by its parent, Northern Natural, which would 
itself issue $115,000,000 of debentures, $30,000,000 of 
preferred stock and $21,000,000 of common stock. 


For service to Trans-Canada and Michigan Consolidated 
Northern relies upon Trans-Canada’s western Canadian 
reserves. For the domestic gas to be substituted for the 
Canadian gas which it would use on its own system 
Northern Natural relies on its domestic reserves which are 
estimated at 14.5 trillion cubic feet and upon its 12-year 
deliverability. Northern relies upon the same market 
estimates as were put forth in support of the Great Lakes’ 
proposal. 


The rates which Northern Transportation proposes, 
assuming a cost of service, for the 1970-71 year, represent- 
ing $31,451,000 in transportation cost (including a 6.75 per- 
cent rate of return) and $5,957,900 as the cost of gas 
purchased for resale, are as follows: 


Demand Commodity 
Per Mefd per month Per Mef 


Transportation rate for 
Trans-Canada 


$2.54 3.6¢ 
Resale rate to Michigan 
Consolidated $5.16 23.2¢ 


At 100 percent load factor the rate to Trans-Canada 
would be 11.95 cents per Mef and 40.17 cents per Mef to 
Michigan Consolidated. 
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Tae Srarr ProposaL aND NorTHERN’s MoprricaTION 


The staff introduced a proposed project which would 
make use of facilities of Midwestern, Northern Natural and 
Michigan Wisconsin. Midwestern would install 343.5 miles 
of 36-inch looping and compression, at an estimated cost 
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of $77,902,000, between Emerson and Northern’s North 
Branch compressor station in eastern Minnesota. In the 
fifth year Midwestern would receive 734 M2cfd from Trans- 
Canada at Emerson and deliver 600 Mcfd to Northern 
Natural at North Branch and 134 M?cfd to Michigan Wis- 
consin at Marshfield, Wisconsin. 


Of the 600 M?cfd received, Northern Natural would sell 
28 M*cfd to Michigan Consolidated in the Upper Peninsula 
and would deliver 29 Mcfd to Trans-Canada at Sault Ste. 
Marie. It would use the remaining 543 Mcfd on its own 
system, delivering an equivalent amount of its domestic 
production to Michigan Wisconsin at Janesville, Wisconsin. 
To effect this sale and exchange Northern would be 
required to expend approximately $62,355,000 for additional 
facilities, including 186.4 miles of 12-inch line from 
Republic, Michigan to Sault Ste. Marie, 298.5 miles of 26- 
inch and 30-inch loop on its Ogden to Janesville line and 
85.3 miles of 20-inch loop on the line between its North 
Branch and Superior compressor stations. 


Michigan Wisconsin would use the 134 M?cfd which it 
would receive from Midwestern and the 543 M?cfd which it 
would receive from Northern Natural to satisfy its own 
system requirements. Among other facilities, estimated 
to cost $74,490,000, it would construct 214 miles of 36-inch 
line extending from near Niles, Michigan to St. Clair where 
it would deliver 648 M’cfd to Trans-Canada. It would also 
deliver 29 M?cfd to Michigan Consolidated at the latter’s 
Belle River Mills storage field. 


The cost of the staff project would be $214,747,000, not 
including the $10,846,000 that Midwestern would have to 
expend for additional facilities necessary to deliver 113 
M’cfd to the American Natural system, or a total cost of 
$225,593,000. 
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In support of its proposal the staff contends that it would 
make maximum utilization of the existing facilities of Mid- 
western, Northern Natural and Michigan Wisconsin, would 
eliminate the need to segregate facilities in order to solve 
the Btu problem presented by an exchange because the 
facilities proposed are designed to support volumes of gas 
sufficient to offset any differences in Btu content, and would 
provide Midwestern with an opportunity to expand. 


Northern, when the hearings were reopened in January 
1967, presented a modification of the staff proposal. Under 
that proposal Midwestern would transport 113 M?’cfd to 
Michigan Wisconsin in the first year and Michigan Wis- 
consin would construct a 36-inch line from Niles to St. Clair. 
In the second year, Northern Transportation would con- 
struct a 30-inch line from Emerson to Northern Natural’s 
facilities at Sandstone, a 12-inch line from Republic to 
Sault Ste. Marie, and a 36-inch line from Ogden east to 
Michigan Wisconsin’s Station 10, in Wisconsin. 


Northern Natural would receive 734 Mcfd of Canadian 
gas (657 M’cfd delivered to it at Sandstone by Northern 
Transportation and 77 M?cfd by Midwestern at North 
Branch) which gas would be used by Northern Natural on 
its system and delivered to Michigan Consolidated in the 
Upper Peninsula and to Trans-Canada at Sault Ste. Marie. 
In exchange for the Canadian gas used on its system 
Northern Natural would deliver the equivalent volume of 
United States production to Northern Transportation at 
Ogden for delivery to Michigan Consolidated and Trans- 
Canada. The cost of this modified staff project is esti- 
mated at $206,622,000 as compared with the total cost of 
$225,593,000 for its original proposal, the savings allegedly 
being due to the use of a shorter 30-inch line from Emerson 
rather than the 36-inch line originally proposed and the 
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direct transportation of gas from Ogden to Michigan Wis- 
consin’s Station 10 rather than via Janesville. 
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Ture PanHAaNDLE INTERVENTION 


The Panhandle Eastern Pipe Line Company intervened 
in opposition to each of the proposals. Preliminarily, it 
argues that from the standpoint of Trans-Canada and its 
Canadian consumers looping the Canadian line would be 
preferable to any proposal for the transportation of gas 
through the United States. It also argues that neither 
Great Lakes nor Northern has made an adequate market 
presentation. In addition, in a specific attack on Great 
Lakes, Panhandle argues that its costs are understated and 
that its rate design assigns a disproportionate share of 
fixed costs to demand. The Northern proposal, according 
to Panhandle, is subject to these same deficiencies. 


69407 
CoMPARISON OF THE PROPOSALS 


In evaluating which, if any, of these comparative pro- 
posals should be certificated we are, of course, guided by 
the mandate that we act in furtherance of the interests of 
United States consumers. Where, however, the proposal 
which best serves those interests would also be of par- 
ticular benefit to consumers in Canada we welcome the 
opportunity to act in the interests of our Canadian neigh- 
bors as well. Such a dual possibility is offered by the 
Great Lakes’ proposal which we here certificate. 


8F.P.C. et al. v. Hope Natural Gas Co., 320 U.8. 591, 692 (1944); Atlantic 
Refining Co., et al. v. Public Service Commission of New York, et al., 360 U.S. 
378, 388 (1959). 
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Cosrs anp Rates 


There is much discussion and controversy in the record 
as to the true cost of the alternative projects. The range 
of the conflicting alternates is extreme. Great Lakes asserts 
that the proper cost of service for Northern will be approx- 
imately $10.5 million more per year on an incremental basis 
than its own and $25 million per year on a fully-allocated 
basis; Northern, on the other hand, claims that the invest- 
ment costs in its proposal will be some $60 million less 
than those in Great Lakes and that this differential will 
permit a savings of some $6,755,000 per year to the 
customers of Trans-Canada, Michigan Consolidated and 
itself. 


It should be clear that our analysis of investment costs, 
and of the stated costs-of-service, is not for the purpose of 
passing upon the propriety of the offered rates. This is 
a certificate case, not a rate case, and we could not now be 
certain that the rates proposed by either of the applicants 
would be found to be justified in the crucible of a rate 
proceeding. Our concern here is whether the estimates 
offered to us are reasonable, or rather would be so ob- 
viously vulnerable in a rate proceeding as to make present 
reliance on the tendered rates unfounded for anything more 
than the short-run. Based upon our analysis, the alleged 
rate savings to be realized by Trans-Canada and Michigan 
Consolidated under the Northern proposal ($3,300,000 and 
$377,000 in the fifth year, respectively) are unrealistic over 
the long-run. 
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As noted, Great Lakes has estimated its investment costs, 
through the fifth year, at $211,669,000. Northern contends 
that those costs would more closely approximate 
$260,472,000; the staff estimates them at $214,151,000. 
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Preliminarily, it is clear that Northern’s estimate of the 
Great Lakes’ cost improperly includes the $29,882,000 that 
Northern allegedly would have to spend to expand its own 
facilities north of Ogden should it not be certificated. 
Without taking issue with the magnitude of the expenditure 
and leaving aside the fact that Northern may be able to 
avoid any such expansion of its facilities by satisfying its 
northern needs through purchases from Great Lakes (see 
infra, p. 19), it is clear that expenditures on Northern’s 
system which are unnecessary to the viability of the Great 
Lakes project should not be charged against that project. 
The principal focal points of the remaining discrepancy 
between the Northern and Great Lakes estimates of the 
latter’s investment cost relate to the cost of river crossings, 
primarily the crossing of the Straits of Mackinac, the cost 
of compressor stations, and the fact that Great Lakes’ 
original estimate was predicated on the use of 30-inch pipe 
which estimate was readjusted to reflect the cost that would 
be associated with a 36-inch pipe. We find that these 
objections are not well taken. As to the crossing at the 
Straits of Mackinac, Northern relied upon the costs that 
had been submitted to the Interstate Commerce Commis- 
sion following the construction of a liquid petroleum 
products line by the Lakehead Pipe Line Company. Aside 
from the fact that those costs included a $2.3 million over- 
head charge and a $3 million equipment charge on basic 
construction costs of but $2.6 million, our experience with 
river crossings is by now more sophisticated than it was 
in 1953 when Lakehead crossed the Straits. On the matter 
of compressor stations, we need note only that Great Lakes 
supported its estimates with supplier quotations. As to 
the basic pipeline construction costs, while its initial 
estimate was based on the use of 30-inch pipe, the Great 
Lakes estimate on the larger pipe was not only sub- 
stantiated by the testimony of Mr. David Williams, Jr., of 
The Williams Brothers Construction Company, but that 
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company offered to complete the major construction effort 
within the Great Lakes estimate. 


We do agree, however, that the staff adjustments, based 
on increased material costs, are well taken. But we are 
equally convinced that Great Lakes has justified some of 
the reductions which it contends should be made before 
undertaking a comparative analysis. For example, Great 
Lakes alone proposed the 
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internal coating of its pipeline and allowed 5 percent for 
omissions and contingencies as opposed to 4.3 percent by 
Northern. Based upon these and other adjustments Great 
Lakes contends that its total investment cost, when placed 
upon a basis comparable with Northern’s, would be 
reduced to $200,598,000. Without deciding sich of these 
adjustments are appropriate, it seems clear that based 


upon all of the foregoing it is reasonable to assume that 
the cost of service on the Great Lakes project should not 
exceed the $35 million estimate offered by Great Lakes and 
upon which it determined its rates. 


The correctness of the} Northern cost of service of 
$31,451,000 is, however, open to serious challenge. First, 
it is predicated on the cost of facilities to be constructed 
by Northern Transportation alone, to wit, $185 million. 
It does not include the more than $14 million that Northern 
Natural would have to expend on its own system merely 
to accommodate the delivery of Canadian gas. Moreover, 
even when that additional expenditure is included in the 
cost of service for the Northern proposal that would 
represent only the project cost on an incremental basis. 
In rate Proceedings the established policy of this Com- 
mission is to set rates on a system-wide rolled-in cost of 
service. It would appear, therefore, that the Northern 
proposal would be charged for the transportation services 
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which Northern Natural would perform for it free of 
charge. This includes not only the delivery of gas, over 
the Northern Natural system, between Sandstone and 
Republic for eventual delivery to Trans-Canada and 
Michigan Consolidated, but the use of Northern Natural 
facilities to effect the exchange - displacement. Great 
Lakes introduced a study which shows that utilizing a con- 
ventional Mcef-mile allocation, an annual charge of $13 
million would have to be assessed against the Northern 
proposal for those transportation services. While we are 
not now prepared to pass upon the propriety of that cal- 
culation, we are convinced by it that the Northern cost of 
service is seriously understated and that the alleged rate 
savings to Trans-Canada and Michigan Consolidated under 
that proposal would be but short-run. 


Moreover, in order to assure Trans-Canada delivery of 
the same Btu and specific gravity gas as that which it 
delivers to Northern Transportation, Northern Natural has 


proposed, in effect, to ‘‘dedicate’’ a line between Ogden 
and its southern reserves. Apart from the costs that would 
be involved with any such segregation and dedication it 
would require Northern Natural to convert to a Btu form 
of tariff, a conversion that could affect each and every one 
of its existing customers. 
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There is an additional consideration relevant to our cost 
analysis, the effect on Michigan Consolidated. The rate 
savings to Michigan Consolidated which Northern contends 
would be available under its proposal ($377,000) repre- 
sents the difference between the proposed rate of 40.17 
cents per Mcf as compared to Great Lakes’ 41.98 cent rate. 
Aside from the fact that Northern has overlooked Great 
Lakes’ tender of a straight commodity rate of 41.04 cents 
to Michigan Consolidated for the first three years and 
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ignores the reduction that would flow from use of the 
cheap expansibility which is offered only by the Great 
Lakes proposal, it ignores'as well the increased facilities 
costs that Michigan Consolidated would have to expend 
were Northern its supplier in the Upper Peninsula. The 
record demonstrates that it would cost Michigan Con- 
solidated approximately $45,000 more annually in cost of 
transmission to take gas from Northern than from Great 
Lakes. In addition, because the Great Lakes line would 
closely parallel the Michigan Consolidated system from the 
Upper Peninsula to the Detroit area it is strategically 
located so as to permit Michigan Consolidated to make 
inexpensive taps to serve its load growth rather than con- 
structing the facilities necessary to bring additional gas 
through its entire system. It is estimated that this ad- 
vantage will save Michigan Consolidated some $714 million 
in capital expenditure over the next five years. 


Svppiy 

Since all of the proposals are dependent upon Trans- 
Canada’s reserves, which we find to be adequate, the supply 
issue is immaterial for comparative purposes. Although 
it was contended that the Northern proposal was deficient 
with respect to supply due to the fact that these reserves 
were committed to Great Lakes and that should the Great 
Lakes application be denied Trans-Canada would not 
enter into a similar arrangement with Northern, we do not 
feel that we are bound by this assertion. Trans-Canada 
would properly face that decision only in the event that 
the Northern proposal were certificated, and we assume 
that at that time it would act in a manner consistent with 
the best interest of its Canadian customers. For our pur- 
poses here we find that the supply requirements are met 
by each of the proposals. 


(69411) 
Marker 


Critical to the economic feasibility of each proposal is 
the need by Michigan Wisconsin for approximately 35,200 
Mcf annually, by Michigan Consolidated for approximately 
21,000 Mcf annually, and by Trans-Canada for 224,000 
M’cf annually in 
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eastern Canada. There is no dispute as to the needs of 
Michigan Wisconsin and Michigan Consolidated. Pan- 
handle argues, however, that Trans-Canada’s market 
growth in eastern Canada will be insufficient to support 
either proposal. 


In response Trans-Canada put on evidence which would 
support a 1970-71 need by it of 456,000 M’cf in eastern 
Canada (including 13,000 M’cf for company use east of 
Winnipeg but not including the 11,000 M’cf that would be 
delivered to it at St. Clair for export to New York and 
Vermont). Based upon the individual company growth 
evidence before us we find that Trans-Canada’s distribution 
customers in eastern Canada will need approximately 
443,000 M@ef annually by the winter of 1970-71. We are 
persuaded, from Trans-Canada’s showing, that the poten- 
tial for growth of the eastern Canadian market is at least 
equal, if not better, than similar United States population 
centers. For example, the market growth in Ontario and 
Quebee averaged 18 per cent annually between 1960 and 
1964 and 15 percent annually in the two succeeding years, a 
percent of growth which far exceeds comparable United 
States experience. Therefore, it is reasonable to assume 
that after satisfying its obligation to transport the ma- 
jority of its gas through its Canadian line, Trans-Canada 
will nevertheless be able to transport approximately 224,000 
M’cf through the Great Lakes line. It should be noted 
that in view of the contractual minimum billing require- 
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ments, Trans-Canada is encouraged to take full advantage 
of the use of the Great Lakes line for which it has con- 
tracted. On this minimum basis alone Great Lakes would 
earn a net income of $5,700,000 and a return in excess of 
6 percent in the fifth year. 


Northern made no independent market showing; it relied 
upon the Great Lakes presentation. However, even were 
we to assume that Northern would be able to negotiate the 
same long-term contracts with Trans-Canada and Michigan 
Consolidated, we question seriously whether it can be 
assumed that Trans-Canada would experience the same 
eastern market growth with Northern as its supplier as 
it would if it were served through Great Lakes. Canada 
imposes a 3 cent per Mcf duty on imported gas and it has 
not been shown that this duty would be waived.® While the 
duty would appear to apply equally to both proposals dur- 
ing the first two years, thereafter it would apply only under 
the Northern proposal for while Great Lakes would 
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through-put gas for the account of Trans-Canada, North- 
ern would exchange Canadian gas for United States pro- 
duction. On fifth-year volumes this duty would amount 
to a charge against Trans-Canada and, presumably, its 
customers, including those in New York and Vermont, of 
$6,749,000. We cannot help but conclude that the imposi- 
tion of an additional charge of that magnitude would have 
a depressing effect on the market growth rate. Accord- 
ingly, there has not been an adequate market presentation 
to support the Northern proposal. 


Moreover, the exchange-displacement arrangement pre- 
sents special problems to Northern Natural. The feasi- 


9 Section 3, Chap. 60, Revised Statutes of Canada, and Schedule A, Tariff 
Item 70905-1. 
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bility of the Northern proposal depends upon Northern 
Natural’s ability to use all of the Canadian gas delivered 
to it at Sandstone on its own system north of Ogden. Its 
market growth in that area must exactly pace the increas- 
ing requirements of Trans-Canada. In view of the eastern 
Canadian growth rate to which we have already referred, 
this is most unlikely. If Northern Natural’s growth fails 
to parallel that of Trans-Canada, it will have to add addi- 
tional facilities in order to be able to transport the ‘‘exces- 
sive’’ Canadian gas south to Northern Transportation at 
Ogden. 


ApprTionaL Supply anp FLexmpmrry 


There are several additional considerations which in our 
view compel the conclusion that the Great Lakes proposal, 
rather than the Northern proposal or any of its modifica- 
tions, is more consistent with the public convenience and 


necessity of United States consumers. Stated generally, 
the Great Lakes’ proposal alone will offer the possibility 
of providing those consumers with an additional source of 
supply in the event of national or local emergency affecting 
domestic production and it will provide a basis for further 
competition in the midwest. 


The capacity of the Great Lakes project can, with the ad- 
dition of compression alone, be increased to approximately 
860,000 Mecf per day. Since approximately 734,000 Mef 
per day will be delivered through that line in the fifth year 
of operation, and since, as we find, only that delivery is 
necessary to support the economic feasibility of the line, 
it is apparent that there will be some cheap expansibility 
available. This expansibility will potentially be available 
for utilization by domestic pipelines if such use would 
be consistent with the best interests of their customers. 
We think it is significant that in the event of an emergency 
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situation affecting domestic production those pipelines 
presently serving the midwestern 
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United States may well be able, with relative ease and 
nominal expense, to take advantage of Great Lakes’ ability 
to transport additional volumes of Canadian gas. The bene- 
fit to our national security from this potential cannot be 
overstated. Moreover, we cannot ignore the fact that the 
Great Lakes line may well serve as a competitive stimulus 
in the Midwest. Indeed, it was largely this consideration 
which prompted the state commissions of Wisconsin and 
Michigan to intervene on behalf of Great Lakes. In addi- 
tion, Great Lakes is strategically located so as to be able 
advantageously to make available to Michigan Consolidated, 
Michigan Wisconsin, and Northern Natural itself, an ad- 
ditional and prolific source of supply. As to Michigan 
Consolidated, we have already noted the fact that Great 
Lakes would parallel the Michigan Consolidated system 
between the Upper Peninsula and the Detroit area, thus 
permitting Michigan Consolidated to more efficiently fulfill 
its distribution responsibilities. As to Michigan Wiscon- 
sin, the Great Lakes project offers the considerable ad- 
vantage of passing through its huge Michigan storage area. 
This, of course, will permit Michigan Wisconsin, should 
its own ability to deliver domestic production into its 
storage area be impeded by national emergency or for any 
other reason, to take advantage of the Great Lakes capacity. 


Finally, the Great Lakes’ capacity could well prove to be 
an economical source of additional gas for Northern itself 
since, if the occasion arose; it could utilize those supplies 
to serve increasing market requirements on the northern 
end of its system. Great Lakes has indicated that were it 
to be so utilized by Northern, the latter would affect a 
cost savings of approximately $1,657,754 anaually, without 
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considering the additional savings to all customers of 
Great Lakes that would be realized through the increased 
use of its line. Northern disputes this and contends instead 
that to so utilize Great Lakes would cost it $1,789,805 more 
annually than were it to increase deliveries of its domestic 
reserves. It is not necessary for us here to determine 
which of these contentions is appropriate but we do think it 
significant that in challenging the Great Lakes assertion 
Northern found it necessary to reduce its prior estimate of 
the additional facilities that would be required south of 
Ogden to move additional gas to the northern end of its 
system from $73,471,600 to $49,867,000. Whatever the ap- 
propriate figure would be, it is clear that these additional 
facilities south of Ogden, as well as the major portion of 
the $29 million investment said to be required north of 
Ogden, would be necessary only in the event that Northern 
were to rely solely on its domestic reserves. 
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These considerations would require, as well, rejection of 
both the staff’s ‘‘project’’ and Northern’s modified project, 
were we asked to certificate either. Northern, it should 
be noted, does not ask that we certificate its modified 
proposal for it frankly concedes that it is inferior to the 
proposal for which it seeks a certificate due to the use of 
30-inch pipe from Emerson, which, although permitting 
short-term savings, would not be able to accommodate the 
anticipated long-term volumes of Canadian gas that will 
be delivered through that segment. We must, of course, 
be no less mindful of the staff’s proposal than of any of 
the others. For even though we could not certificate the 
staff’s proposal as is, if it were more consistent with the 
public interest of United States consumers we would be 
compelled to deny each of the pending applications. How- 
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ever, as already indicated, we consider both the staff pro- 
posal and Northern’s modified proposal inferior to that 
of Great Lakes. Each would deny domestic consumers 
the benefit of an additional supply of gas that would be 
available both for competitive purposes and as emergency 
backup in the event of a national emergency or localized 
difficulty on domestic production. Moreover, each, be- 
cause they involve exchange-displacements and would there- 
fore, result in the imposition of the 3 cent per Mef duty 
on eastern Canadian consumers, is not supported by an 
adequate market showing. One asserted advantage of the 
staff proposal is that Midwestern will be supplying a trans- 
portation service rather than having to purchase Canadian: 
gas which the staff considers high-priced. But the average 
initial rate, at 100 percent load factor, will be 27.29 cents 
per Mcf (between 1971 and 1975 it will be 28.63), and, 
since Midwestern presently purchases the entire gas re- 
quirements of its northern system from Trans-Canada, the 
additional purchase of 116,332 Mcf per day (representing 
113,000 Mef per day to be sold to Michigan Wisconsin and 
the 3,332 Mcf per day required for compressor fuel for 
this additional sale) should not appreciably increase its 
average purchase gas cost. In any event, Michigan Wis- 
consin will be purchasing the 113,000 Mcf per day under 
Midwestern’s existing CD rate schedule. 


Whether the cheap expansibility of the Great Lakes’ 
facilities will ultimately be used to serve increased loads in 
the United States or be devoted to Canadian markets, of 
course, is not before us at this time. A decision on this 
matter must await consideration of future applications, at 
which time we will focus on all of the pertinent considera- 
tions as required by the Natural Gas Act. 
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69415 
OrHEeR Marrers 


The State of Texas, the Texas Independent Producers & 
Royalty Owners Association, and the Independent Petro- 
leum Association of America question the need and desira- 
bility for the additional importations involved. It is con- 
tended that neither application should be approved prior 
to the correlation of our natural gas import policy with 
the Mandatory Oil Import Program. For, it is argued, the 
production of oil and gas are interrelated to the point where 
the importation of additional gas would have a depressing 
effect upon domestic oil and gas exploration to the detri- 
ment of the national security. Further, we are told that 
we should not rely upon a supply that is under the con- 
trol of a foreign government. As a minimum, it is argued 
that natural-gas imports should not be permitted to exceed 
the growth rate of domestic production. 


Section 3 of the Natural Gas Act provides that the 
Commission shall issue an order permitting the importation 
of gas unless it finds that the proposed importation ‘will 
not be consistent with the public interest.’? We have al- 
ready discussed the advantages inherent in the Great Lakes 
project, which, not in small part, is the furtherance of our 
own national security interests. Thus, we disagree with the 
basic premise of the intervenors. Indeed, we have already 
considered, and rejected, each of the arguments which they 
here make. See: Pacific Gas Transmission Co., 24 FPC 
134, 138 (1960); The Montana Power Company, 35 FPC 
191 (1966) ; Pacific Gas Transmission Company, 35 FPC 
—, Opinion No. 495, Docket Nos. CP65-213 et al., June 
15, 1966. Here the main Canadian supply (the gas to be 
transported for Trans-Canada) not only is supported by 
long-term contracts which contain an appropriate minimum 
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billing provision, but Trans-Canada as half owner of the 
Great Lakes line has a vital interest in that project’s 
viability. 

At the time of the Montana case we noted that natural 
gas imported from Canada was averaging 2.48 percent of 
domestic market production (35 FPC at p. 195). On the 
basis of the year 1965 the Canadian imports of 404,686 
M2cf were approximately 2.5 percent of domestic produc- 
tion2° With approval of this project, importation will 
be increased 62,050 M2ef annually, or .39 percent of the 
1965 domestic production. 
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Onur decision here is not intended to commit the Commis- 
sion to any long-range policy with respect to the importa- 
tion of natural gas; rather, it is simply consistent with our 
past treatment of import proposals where we have looked 
at each one on its merits. In this particular case only 
through the certification of the Great Lakes proposal can 
we take advantage of the most efficient utilization of con- 
tinental reserves, and only the Great Lakes’ proposal en- 
joys the cheap expansibility to which we have already 
referred? Therefore, our action today, rather than com- 
mitting policy down the road, is designed to afford us the 
flexibility to act in the long-term best interests of the 
United States. Future imports, of course, will be sub- 
ject to the surveillance of this Commission and will be 
considered in the light of the entire public interest includ- 


10 Natural Gas Section of Bureau of Mines Minerals Yearbook for 1965, 
U.S. Department of Interior, pp. 2, 6. 

11 The capacity of the Northern proposal is, of course, limited by the 
capacity of the Northern Natural system. As already noted, merely to 
accommodate the delivery of the Canadian gas here at issue into its system at 
Sandstone, Northern Natural would have to expend in excess of $14 million. 
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ing the public interest in continued domestic exploration 
for new gas reserves. 


As noted earlier Panhandle contends that rather than 
transporting gas through the United States, the looping 
of the existing Canadian line would be more beneficial to 
Trans-Canada and its customers. On May 22, 1967, Pan- 
handle reiterated this contention by requesting the re- 
opening of these proceedings to permit the consideration 
of several alternatives to the Great Lakes line that recently 
have been offered before the National Energy Board. Both 
Panhandle’s recent petition and its earlier contention are 
based on an incorrect premise, to wit, that in carrying out 
our responsibilities under Section 7 of the Natural Gas Act 
this Commission must consider proposals which while 
arguably beneficial to foreign nationals have no effect on 
the public convenience and necessity of United States con- 
sumers. It follows, therefore, that it would not be appro- 


priate for us to consider, in our comparative analysis, 
projects that would be wholly constructed outside of the 
United States, and Panhandle’s petition will, therefore, be 
denied. 


Further, we have considered Panhandle’s objections to 
Great Lakes’ departure from the Seaboard formula™ in 
setting its rate design and find that departure to be justified. 
Great 
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Lakes divided cost of fuel and losses between demand and 
commodity on an as-billed basis, and assigned two-thirds 
of all other costs to demand and one-third to volume. Pan- 
handle argues that Great Lakes has not justified its failure 
to divide fixed costs equally between demand and com- 
modity. That is, Panhandle contends that Great Lakes’ 


12 Atlantic Seaboard Corp., 11 FPC 43. 
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commodity charge is too low. Of course, a lower com- 
modity charge is to the advantage of a pipeline that is 
desirous of competing for industrial loads and since the 
record establishes that without that departure Great Lakes 
would be unable to compete with coal for such loads, a 
departure from the Seaboard allocation formula appears 
to be appropriate. 


Northern contends that Great Lakes is not a qualified 
applicant because the equal ownership of its stock by 
Trans-Canada and American Natural might result in a 
deadlock necessitating invocation of the arbitration pro- 
vision in their contract which, Northern asserts, probably 
is unenforceable under Delaware law as an improper dele- 
gation of the authority of the directors. We do not share 
Northern’s concern. First, matters of volume and rates, 
at least initially, are covered by long-term (25 year) con- 
tracts. Secondly, we do not agree with Northern’s con- 
struction of Delaware law. In Ringling v. Ringling Bros.— 
Barnum & Bailey Com. Shows, 29 Del. Ch. 318, 49 A 2d 603, 
modified 29 Del. Ch. 610, 53 A 2d 441 (Sup. Ct. 1947), re- 
lied upon by Northern, an arbitration agreement control- 
ling the votes of the directors was upheld, the court stating: 
‘Reasonable provisions for cases of failure of the group to 
reach a determination because of an even division in their 
ranks seem unobjectionable.’’ (53 A 2d at p. 447) We 
perceive nothing objectionable about the arbitration agree- 
ment at bar. 


At the suggestion of the staff we shall condition the cer- 
tificate issued to Great Lakes to provide that the company 
submit for the Commission’s approval a financing plan pro- 
viding that common equity be maintained at not less than 
15 percent of total capitalization and that no dividends be 
paid on the common stock as long as the long-term debt 
exceeds 75 percent of the total capitalization. We do not 
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think it necessary, as staff suggests, that the promissory 
notes be made convertible to common stock. 
The Commission further finds: 


(1) Great Lakes, Midwestern and Northern Natural are 
“‘persons’’ within the meaning of Section 2(1) and Section 
3 of the Natural Gas Act. 
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(2) Great Lakes, a Delaware corporation, having its 
principal place of business in Wilmington, Delaware, upon 
construction and operation of the facilities and commence- 
ment of the sales proposed by it in Docket No. CP66-110 
will become a ‘‘natural-gas company’ within the meaning 
of the Natural Gas Act. 


(3) Midwestern, a Delaware corporation with its princi- 
pal place of business at Houston, Texas is a ‘‘natural-gas 
company’’ within the meaning of the Natural Gas Act as 


heretofore found by the Commission. Midwestern Gas 
Transmission Company, 21 FPC 653. 


(4) Michigan Wisconsin, a Delaware corporation with 
its principal place of business at Detroit, Michigan is a 
“natural-gas company’’ within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 


(5) Northern Natural, a Delaware corporation with its 
principal place of business at Omaha, Nebraska is a ‘‘nat- 
ural-gas company’’ within the meaning of the Natural 
Gas Act as heretofore found by the Commission. 


(6) Northern Transportation, a Delaware corporation 
with its principal place of business at Omaha, Nebraska 
upon construction and operation of the facilities and com- 
mencement of the sales proposed by it in Docket No. CP66- 
213 would become a ‘‘natural-gas company’’ within the 
meaning of the Natural Gas Act. 
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(7) The facilities hereinbefore described and as more 
fully described in the applications and the record in this 
proceeding, are to be used in the transportation and sale 
of natural gas in interstate commerce, subject to the juris- 
diction of the Commission, and the construction and opera- 
tion thereof and the transportation and sales of natural 
gas proposed are subject to the requirements of subsections 
(ec) and (e) of Section 7 of the Natural Gas Act. 


(8) Each of the above-named applicants is able and will- 
ing properly to do the acts and to perform the service pro- 
posed and to conform to the provisions of the Natural Gas 
Act and the requirements, rules and regulations of the 
Commission thereunder. 
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(9) The applications of Northern Natural in Docket No. 
CP66-212 and Northern Transportation Company in Docket 
No. CP66-213 under Section 7 of the Natural Gas Act have 
not been shown to be required by the present or future 
public convenience and necessity. 


(10) The importation and exportation of natural gas as 
proposed by Northern Transportation in Docket No. CP66- 
215 under Section 3 of the Natural Gas Act and the con- 
struction and operation of facilities at the border of the 
United States near Emerson, Manitoba, near Sault Ste. 
Marie, Ontario and near St. Clair, Michigan pursuant to 
Executive Order 10485, as proposed in Docket No. CP66- 
214, are not consistent with the public interest. 


(11) As proposed by Great Lakes in Docket No. CP66- 
110, the construction and operation of facilities, the trans- 
portation of 677 M’cfd (14:73 psia) of natural gas for 
Trans-Canada, the transportation of 87.6 M’cfd purchased 
from Trans-Canada, and the'sale of 57 M’cfd (14.73 psia) 
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to Michigan Consolidated are required by the public con- 
venience and necessity as hereafter ordered and conditioned. 


(12) As proposed by Midwestern in Docket No. CP66- 
119 the construction and operation of facilities, the trans- 
portation of 116.332 M’cfd of natural gas to be purchased 
from Trans-Canada at a point near Emerson, Manitoba 
and the sale by Midwestern of 113 M’cfd to Michigan Wis- 
consin at Marshfield, Wisconsin are required by the public 
convenience and necessity as hereafter ordered and 
conditioned. 


(13) As proposed by Michigan Wisconsin in Docket No. 
CP66-109, the construction and operation of facilities, and 
the transportation and sale of an additional 113 M?cfd 
to be purchased from Midwestern at Marshfield, Wisconsin, 
including a sale of 113 M’cfd to Trans-Canada in the first 
year and 63 M’cfd in the second year, are required by the 
public convenience and necessity as hereafter ordered and 


conditioned. 


(14) The importation of an additional 116.332 M?cfd by 
Midwestern from Trans-Canada at a point near Emerson, 
Manitoba as proposed in Docket No. CP66-121, and the 
construction and operation of facilities by Midwestern at 
the border of the United States near Emerson, Manitoba 
pursuant to Executive Order 10485 as proposed in Docket 
No. CP66-120, upon which the Secretary of State and the 
Secretary of Defense have made favorable recommenda- 
tions, are consistent with the public interest. 
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(15) The importation of 764.6 Mcfd by Great Lakes in 
Docket No. CP66-112 at a point near Emerson, Manitoba 
and the exportation of 677 M®cfd at points near Sault Ste. 
Marie and St. Clair, Michigan, and the construction and 
operation of facilities by Great Lakes in Docket No. CP66- 
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111 at the borders of the United States at Emerson, Sault 
Ste. Marie and St. Clair, pursuant to Executive Order 
10485, upon which the Secretary of State and the Secretary 
of Defense have made favorable recommendations, are con- 
sistent with the public interest. 


The Commission orders: 


(A) The applications of Northern Natural in Docket No. 
CP66-212 and Northern Transportation in Docket Nos. 
CP66-213, CP66-214 and CP66-215 are denied. 


(B) Certificates of public convenience and necessity are 
issued: to Great Lakes in Docket No. CP66-110 for the 
construction and operation of facilities, the transportation 
of 677 M’cfd (14.73 psia) of natural gas for Trans-Canada, 
the transportation of 87.6 M@cfd purchased from Trans- 
Canada and the sale of 57 M°cfd (14.73 psia) to Michigan 
Consolidated; to Midwestern in Docket No. CP66-119 for 
the construction and operation of facilities, the transporta- 
tion of 116.332 Mcfd of natural gas, and the sale of 113 
M’ecfd to Michigan Wisconsin; and to Michigan Wisconsin 
in Docket No. CP66-109 for the construction and operation 
of facilities and the transportation and sale of natural gas, 
including 113 M*efd to Trans-Canada in the first year and 
63 M?cfd in the second year; all as described above and 
as more fully described in the applications in this proceed- 
ing upon the terms and conditions of this order. 

(C) The certificates issued in Paragraph (B) and the 
rights granted thereunder are conditioned upon compliance 
with all applicable Commission Regulations under the Nat- 
ural Gas Act and particularly the terms and conditions set 
forth in paragraphs (a), (¢), (e), (f) and (g) of Section 
157.20 of such Regulations. ‘ 

(D) The facilities proposed by Great Lakes shall be con- 
structed in accordance with the time schedule proposed in 
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this proceeding with the first year’s construction being com- 
pleted by November 1, 1967; the facilities proposed by Mid- 
western and Michigan Wisconsin shall be completed by 
November 1, 1967. 
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(E) Within 30 days of the issuance of this order Great 
Lakes shall submit for the Commission’s approval a financ- 
ing plan providing that common equity be maintained at 
not less than 15 percent of total capitalization and that no 
dividends be paid on the common stock as long as the long- 
term debt exceeds 75 percent of the total capitalization. 


(F) Authorization is issued to Midwestern in Docket 
No. CP66-121 to import 116.332 M’cfd to be received from 
Trans-Canada at a point near Emerson, Manitoba; and 
authorization is issued to Great Lakes in Docket No. CP66- 
112 to import 764.6 M?cfd (87.6 M?cfd to be purchased and 
677 M*cfd to be transported) from Trans-Canada at a point 
near Emerson, Manitoba and to export 677 M?cfd at points 
near Sault Ste. Marie, Michigan and St. Clair, Michigan. 


(G) Presidential Permits under Executive Order No. 
10485 to construct, operate, maintain and connect the neces- 
sary facilities at the international border are issued to 
Great Lakes in Docket No. CP66-111 applicable to points 
near Emerson, Manitoba, and Sault Ste. Marie and St. 
Clair, Michigan and to Midwestern in Docket No. CP66-120 
applicable to a point near Emerson, Manitoba as more 
fully described in the applications and in the evidence in 
these proceedings. 


(H) Panhandle’s petition to reopen these proceedings is 
denied. 


By the Commission. 


Gozpon M. Grant, 
Secretary, 
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(Docketed June 29, 1967) 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket Nos. 
CP66-110, CP66-111 and CP66-119 


Great Lakes Gas Transmission Company 


CP66-109 
Michigan Wisconsin Pipe Line Company 


OP66-119, CP66-120, and CP66-121 
Midwestern Gas Transmission Company 


CP66-212 
Northern Natural Gas Company 


CP66-213, CP66-214 and CP66-215 
Northern Natural Gas Transportation Company 


Errata Notice 
(June 29, 1967) 
Orrvton No. 521 


OpPrnion anp Over GrantioxG 
AND Denyine CERTIFICATES 


(Issued June 20, 1967) 


Page 25, finding paragraph (14), line 3, after ‘“CP66-1217” 
insert comma ‘‘,”’, 


Page 25, finding paragraph (14), line 6, after ‘““CP66-120” 
insert ‘‘, upon which the Secretary of State and the 
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Secretary of Defense have made favorable recom- 
mendations,’’. 


Page 26, finding paragraph (15), line 4, after ‘‘Michigan”’ 
insert comma ‘‘,’’, 

Page 26, finding paragraph (15), line 7, after “Order 
10485,’’ insert ‘‘upon which the Secretary of State 
and the Secretary of Defense have made favorable 
recommendations,”’. 

Page 27, ordering paragraph (G), line 8, after ‘‘proceed- 
ings’? insert period ‘‘.’’, and strike the rest of the 
sentence. 


Gorpon M. Grant, 
Secretary. 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket Nos. 
CP66-110, CP66-111 and CP66-112 


In the Matters of 
Great Lakes Transmission Company 


CP66-109 
Micuican Wisconsin Pree Live Company 


CP66-119, CP66-120 and CP66-121 


MivweEstTErn Gas Transmission Company 


CP66-212 
NorTHERN Narourat Gas Company 


CP66-213, CP66-214 and CP66-215 


NortHERN Natura Gas Transportation Company 


Joint Application of Northern Natural Gas Company and 
Northern Natural Gas Transportation Company for Re- 
hearing of Opinion No. 521 and Accompanying Order 


Pursuant to Section 19(a) of the Natural Gas Act and 
Section 1.34 of the Commission’s Rules of Practice and 
Procedure, Northern Natural Gas Company (Northern 
Natural) and Northern Natural Gas Transportation Com- 
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pany (Transportation Company)’ respectfully apply for 
rehearing of Opinion No. 521 and the accompanying order 
issued herein on June 20, 1967. 
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SraTEMENT OF THE CaSE 


This proceeding involves two sets of competitive, mu- 
tually exclusive applications for authorization to construct 
and operate facilities for the transportation of large 
volumes of natural gas from western Canada to eastern 
Canada and the importation of natural gas for sale in the 
United States. In addition, there is a proposal by the 
Commission Staff, as modified by the Northern Companies, 
which, if it were superior to both of the two sets of appli- 
cations, would require the denial of both the Northern 
Companies’ and Great Lakes’ projects. By Opinion No. 
521, the Commission granted the applications of Great 
Lakes and denied those of the Northern Companies. 


Tre Decision REQUIRED sr Law 


Section 8(b) of the Administrative Procedure Act, as 
well as the dictates of elementary fairness, requires that 
all decisions of Administrative bodies shall include ‘‘find- 
ings and conclusions, as well as the reasons or basis there- 
for, upon all the material issues of fact, law or discretion 
presented on the record’’ (5 U.S.C. 1007 (b)). 


In comparative proceedings, moreover, comparative find- 
ings must be made. The law in this regard was clearly 
stated by Judge Prettyman in Johnston Broadcasting Com- 
pany v. F.C.C., 175 F. 2d 351 (CADC 1949) : 


1 Hereinafter sometimes referred to collectively as the ‘‘Northern Com- 
panies’’. Other short titles used herein are: Trans-Canada Pipe Lines, Ltd.— 
Trans-Canada; American Natural Gas Company—American Natural; Great 
Lakes Gas Transmission Company—Great Lakes; Michigan Wisconsin Pipe 
Line Company—Michigan Wisconsin; Michigan Consolidated Gas Company— 
Michigan Consolidated; Midwestern Gas Transmission Company—Midwestern. 
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“‘In respect to comparative decisions, these are the 
essentials. (1) The bases or reasons for the final con- 
clusion must be clearly stated. (2) That conclusion 
must be a rational result from the findings of ultimate 
facts, and those findings must be sufficient in number 
and substance to support the conclusion. (3) The 
ultimate facts as found must appear as rational in- 
ferences from the findings of basic facts, (4) The 
findings must be supported by substantial evidence. 
(5) Findings must be made in respect to every differ- 
ence, except those which are frivolous or wholly un- 
substantial, between the applicants indicated by the 
evidence and advanced by one of the parties as effec- 
tive. (6) The final conclusion must be upon a com- 
posite consideration of the findings as to the several 
differences pro and con each applicant.”’ 


In its Opinion No. 521 herein, the Commission has vio- 
lated or ignored every single one of these essential ele- 
ments of a proper comparative analysis. Its decision must 
therefore be reconsidered and, upon the making of the 
required findings and conclusions, certificates must be is- 
sued to the Northern Companies. 


Additionally, and wholly apart from the numerous other 
errors committed by the Commission, an essential fact 
upon which the Commission relied has changed since the 
Commission decided this case: the Canadian Government 
has announced that it is eliminating its import duty of 3 
cents per Mecf. This action requires the Commission to 
reopen and re-evaluate completely the comparative pro- 
posals before it, giving effect to the elimination of the 
$6,749,000 annual duty which the Commission erroneously 
levied against the Northern Companies’ proposal. 
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Summary or THe Commission’s Errors 


The Commission committed the clear errors listed below 
in refusing to authorize the Northern Companies project 
and in authorizing the Great Lakes project. An over- 
riding error, pervading the whole decision, is the Commis- 
sion’s failure to follow the law of comparative hearings— 
the rule of elementary fairness—which requires the Com- 
mission in its decision to compare the proposals on the 
basis of all of the evidence of record, not merely that 
adduced by one applicant. The Northern Companies, the 
distributors buying gas from Northern Natural and the 
millions of consumers served from the Northern Natural 
system are entitled to fair consideration. They did not 
receive even elementary fairness in the Commission’s Opin- 
ion No. 521. 


1. The Commission erred in ignoring the uncontested evi- 
dence which demonstrates that the Northern Companies’ 
exchange proposal would result in a savings to Northern 
Natural and the consumers served from its system of 
$3,100,000 per year in cost of service on the basis of the 
projected fifth year of operations and that these annual 
savings will continue to grow as the volumes of gas ex- 
changed are increased. Additionally, the Commission 
ignored the uncontested evidence that the proposed ex- 
change of gas would free-up at least 465,000 Mcf per day 
of pipeline capacity on the Northern Natural system be- 
tween Ogden, Iowa and Minneapolis 
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which Northern Natural would utilize to provide new serv- 
ices to its customers at minimal cost, thereby materially 
increasing the benefits to United States consumers from the 
exchange proposal. Although these savings and benefits 
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are uncontradicted on the record, the Commission failed 
to make any findings or conclusion in regard to these mat- 
ters. Its action in this regard is incompatible with its 
duty under the Natural Gas Act as stated at page 13 of 
Opinion No. 521 to ‘‘act in furtherance of the interests 
of United States consumers.’ 


2. The Commission erred in stating that Northern Nat- 
ural’s market growth north of Ogden must exactly pace 
the increasing eastern Canadian market requirements of 
Trans-Canada or else Northern Natural would have to con- 
struct additional facilities to transport ‘‘excessive’? Cana- 
dian gas south to Ogden. This is utterly incorrect and 
ignores the fact that nearly all of the Canadian gas to be 
delivered into the Northern Natural system at Sandstone 
will be utilized to supply existing market requirements 
of Northern Natural from Minneapolis north and the fact 
that the exchange frees up capacity in the Northern Nat- 


ural system from Minneapolis south to Ogden, Iowa, a 
section which has a present capability of transporting over 
one billion cubic feet per day. The Commission also ig- 
nores the undisputed fact, as demonstrated on the record, 
that if Northern Natural’s growth rate north of Ogden 
merely remains constant and Trans-Canada’s United States 
throughput were to grow to be more 
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than double the volumes it now anticipates, Northern Nat- 
ural and its customers will, over the second five years of 
operation under the exchange proposal, save an additional 
$21,000,000 in avoided facilities investment cost with an 
accompanying additional savings in cost of service (Lo- 
chiana, Tr. 16/2066-2067). 


3. It erred in concluding that only the Great Lakes pro- 
posal offers cheap expansibility. Its conclusion on cheap 
expansibility ignores the fact that Transportation Com- 
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pany’s 36-inch pipeline offers at least as much cheap ex- 
pansibility as Great Lakes. Moreover, it ignores the fact 
that further increases in the volumes of gas exchanged 
must serve either to free up additional capacity on North- 
ern Natural’s pipeline system, or to enable Northern 
Natural to meet the growth in its market requirements 
north of Ogden, Iowa at greater savings in avoided invest- 
ment cost in new facilities and associated greater savings 
in cost of service, or both. 


4. The Commission erred in concluding that Transporta- 
tion Company’s cost of service is understated and that its 
rate savings to Trans-Canada and Michigan Consolidated 
would be but short run. This conclusion is not a rational 
result derived from findings of ultimate fact, nor is it 
based upon any valid subsidiary findings of fact set forth 
in Opinion No. 521. As the Commission did not question 
the facts associated with the Northern Companies’ pro- 
posal and since the Commission admits that the effectuation 
of the Northern Companies’ project as proposed 
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would result in annual cost savings to United States and 
Canadian consumers in the amount of $6,755,000, the Com- 
mission, in effect, has said that it must deny these savings 
to United States and Canadian consumers merely because 
of a surmise that perhaps at some time in the indefinite 
future it might order a distribution of these same total 
savings, or greater total savings, in different proportions 
than that suggested and proposed by the Northern Com- 
panies. Merely to state the Commission’s reasoning proc- 
ess is to demonstrate its complete lack of validity. The 
Commission is clearly not so powerless or restricted in its 
rate making abilities or authority under the Natural Gas 
Act that it must act now, in this certificate case, to decide 
that the admitted benefits available to United States and 
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Canadian consumers only under the Northern Companies 
project must be forever denied. 


5. It erred, in discussing Northern Natural’s ability to 
match the BTU of the gas to be delivered by Trans-Canada, 
by failing to make any finding or conclusion in respect to 
this issue. The only finding in respect to this matter that 
can be supported on the record is that Northern Natural 
can match Trans-Canada’s BTU at no extra cost to itself 
or to Trans-Canada. While the Commission implies that 
Northern Natural’s customers might object to a BTU tariff, 
it wholly ignores the fact that Northern Natural’s utility 
customers, who can realize $3,100,000 per year benefits only 
if the exchange is effectuated, have clearly supported the 
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adoption of a BTU tariff on the Northern Natural system 
(See Brief of 14 Intervenors dated August 24, 1966). 

6. The Commission erred in claiming that the Northern 
Companies ignored the effect of Great Lakes’ optional 
rate to Michigan Consolidated for the first three years. 
The fact is the Northern Companies demonstrated that 
Michigan Consolidated in the first five years would save 
approximately $800,000 under Transportation Company’s 
rates, even when full effect is given to the Great Lakes 
optional rate. The Commission erred further in failing to 
give controlling weight to the fact that Transportation 
Company’s long term rate is lower than both Great Lakes’ 
optional rate and its long term rates.” 


2The Commission’s arbitrary approach to this record is underscored by the 
Commission’s labored effort to detract from the savings to Michigan Con- 
solidated in the Upper Peninsula resulting from Transportation Company’s 
rate in the fifth year of service by pointing out that a savings of $377,000 
per year should be reduced by a mere $45,000 per year. Although there is 
no matter of less substance in this proceeding, it should be noted that the 
figure of $45,000 is in error. The correct unchallenged figure is $22,000 
(LoChiano, Ex. 105, p. 30). 
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7. It erred in considering only part of the evidence re- 
garding the desirability of future purchases of gas by 
Michigan Consolidated from Great Lakes in the upper por- 
tion of the Lower Peninsula of Michigan and by failing 
even to make an explicit finding or conclusion in this re- 
gard. The only finding which the record will support is 
that by buying additional gas from its present suppliers 
instead of from Great Lakes, Michigan Consolidated’s sav- 
ings in purchased gas costs would more than offset 
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any alleged savings in costs of service which might result 
from avoided investment in new facilities and would, in 
fact, save Michigan Consolidated approximately $900,000 
per year in total cost of service (LoChiano, Ex. 105, p. 29). 


8. The Commission erred in concluding that ‘‘it is reason- 
able to assume that the cost of service on the Great Lakes 
project should not exceed the $35,000,000 estimate offered 
by Great Lakes and upon which it determined its rates.’’ 
The Commission’s entire analysis at pages 14 and 15 of the 
opinion regarding Great Lakes’ investment cost and cost 
of service is incompatible with the facts of record and its 
conclusion is not supported by substantial evidence. 


9. It erred in making no findings whatsoever respect- 
ing the relative merits of the Northern Companies’ project 
and the Great Lakes project in the following areas: 

(a) National security. 

(b) Future competition which each would provide. 

(ec) Cost to Northern Natural of purchasing Great Lakes 
gas vis-a-vis cost of service to Northern to supply 
its system with southwest gas. 

(a) Savings to Northern Natural and its customers re- 
sulting from the proposed exchange vis-a-vis the 
extra cost of purchasing Great Lakes gas. 


748 


(69439) 


(e) Ability to serve both major United States and major 
Canadian markets which may desire gas, either over 
a long term or in an emergency. 


69438 
(f) Flexibility in operations. 
(g) More efficient use of continental reserves. 


If the required comparisons had been made, the Com- 
mission would have been bound to find that the Northern 
Companies’ project was superior to that of Great Lakes 
on each and every count. 


10. It erred in findings that Great Lakes is a qualified ap- 
plicant for a certificate. It should have found that Great 
Lakes is not a fit or qualified applicant because its corporate 
structure is incompatible with public service regulation 
in that it will be unable to act when its best interests and 
the public interest would require action. And it should 
have found that Great Lakes should not be certificated be- 
cause the corporate structure of Great Lakes and the cir- 
cumstances surrounding its formation are repugnant to 
the objectives of the United States antitrust laws. 


11. It erred in failing to make any comparisons regarding 
the Modified Staff project. Had it done so, it necessarily 
would have concluded that the Modified Staff project pro- 
vided far more benefits to United States consumers and 
producers than the Great Lakes project and was superior 
to Great Lakes in all respects. 
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Discussion or Mason Errors 


A. Transportation Company’s Total Cost of Service of 
$31,451,000 and its proposed Rates are Fully Supported 


The Commission recognizes that the rates to be charged 
Trans-Canada and Michigan Consolidated for the trans- 


749 


(69439) 


portation service to be rendered for the former and the 
sales to be made to the latter is a function of the cost of 
service associated with the Northern Companies project. 
The Commission claims, however, that the ‘‘Northern cost 
of service of $31,451,000 is open to serious challenge’’ with- 
out evaluating the nature of the challenge.* It then con- 
cludes that the ‘‘Northern’’ cost of service is understated 
and that the rate savings to Trans-Canada and Michigan 
Consolidated under the Northern Companies proposal 
would be but short run. This conclusion is not supported 
by the record, nor is it based upon any subsidiary findings 
of fact set forth in Opinion No. 521. 
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In analyzing the extent of the Commission’s error, it 
should be noted there was no ‘challenge either of record or 
in the Commission’s opinion to Transportation Company’s 
estimated investment cost in new facilities of $185,295,000 
or the $31,451,000 cost of service associated with that in- 
vestment. Similarly, there was no challenge either on the 
record or in the Commission’s opinion to Northern Nat- 
ural’s estimated investment cost in new facilities of 
$14,575,000 or the $1,734,000 cost of service associated with 
that investment (Ex. 52-A). Additionally, the Commission 
does not question the fact that Transportation Company’s 


3 It should be noted that the Commission’s reference at page 15 is to ‘‘ North- 
ern’s’’ cost of service whereas the amount of cost of service of $31,451,000 
which the Commission characterizes as being ‘‘seriously understated’’ and 
«open to serious challenge’’ is the cost of service of ‘‘Transportation Com- 
pany’’. Both before and after the discussion at page 15, the Commission ex- 
perienced no difficulty in distinguishing between Transportation Company, 
Northern Natural and the Northern Companies whenever it was necessary or 
the Commission desired so to do. While it may be assumed that the instant 
use of the phrase ‘‘Northern’s cost of service’’ is wholly inadvertent, the Com- 
mission’s choice of the phrase has only served to add an unnecessary confu- 
sion to a very simple point—namely, Northern Natural avoids costs by virtue 
of its proposed exchange; it does not incur additional or greater costs than 
those it would experience absent the proposed exchange. 
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proposed rates are sufficient to recover a cost of service 
of $31,451,000. Finally, the Commission does not challenge 
the fact that under the Northern Companies project as pro- 
posed, Northern Natural’s customers would save $3,100,000 
annually in avoided cost of service and that Trans-Canada 
and Michigan Consolidated, the customers of Transporta- 
tion Company, would save $3,655,000 in lower rates, which 
equates to a total of $6,755,000 of annual savings in cost 
of service to both United States and Canadian gas con- 
sumers. 


Only by engaging in speculation as to the results of a 
future rate proceeding involving the rates of Northern 
Natural could the Commission distort these uncontroverted 
and undisputed economic facts. The Commission’s specu- 
lation conceals the fact that the total savings of $6,755,000 
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per year would never be lost or diminished as a result of 
any future rate proceeding. The assignment or allocation 
of any of Northern Natural’s system costs to Transporta- 
tion Company would only have the effect of increasing the 
savings to United States consumers served from Northern 
Natural’s pipeline system and of reducing the savings to 
Trans-Canada and Michigan Consolidated by the amount 
so assigned. 


In concluding that Transportation Company’s cost of 
service is understated, the Commission indicated that 
Transportation Company’s investment cost should include 
‘‘the more than $14,000,000 that Northern Natural would 
have to expend on its own system merely to accommodate 
the delivery of Canadian gas.’’ The record does not sup- 
port the Commission’s apparent finding on this point. It 
would not be proper to assign to Transportation Company 
the cost of the $14,575,000 facilities proposed by Northern 
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Natural herein because the record is undisputed that such 
facilities will enable Northern Natural not only to effectu- 
ate the exchange but also to serve Northern Natural’s 
market growth north of Ogden, Iowa over a five year 
period and thereby avoid constructing over $29,000,000 of 
facilities and associated cost of service which would be 
required to serve the same market growth in absence of 
the exchange. 


While it may be true that ‘‘in rate proceedings, the estab- 
lished policy of this Commission is to set rates on a system- 
wide rolled-in cost of service basis,’? such a policy does 
not require the Commission ~ 
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to allocate system costs to a'transaction, such as the pro- 
posed exchange of gas between Transportation Company 
and Northern Natural, which does not occasion any in- 
crease in Northern Natural’s cost of service. Indeed, the 
record shows that instead of increasing Northern Natural’s 
cost of service, the proposed exchange will have the con- 
tinuous and sustained effect of reducing Northern Natural’s 
cost of service from what it would be if there were no 
exchange. Thus, in light of the decremental cost effect of 
the proposed exchange upon Northern Natural’s cost of 
service, there is and will be no reason or justification in a 
Northern Natural rate proceeding to allocate any portion 
of Northern Natural’s system costs to Transportation 
Company.‘ 

From the very beginning of its rate regulatory authority 
the Commission has approved and accepted for filing rate 
schedules covering exchange arrangements wherein the 


4It is interesting to note that the particular ‘‘cost allocation’? which the 
Commission at one and the same time rejects and accepts was based on an 
assumed set of facts which the sponsoring witness testified was a ‘‘physical 
impossibility’’ (Daley, Tr. 21/2741). 
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considerations for the services have been an exchange in 
kind—kilowatts and kilowatt-hours for kilowatts and kilo- 
watt-hours ; cubic feet of gas for cubic feet of gas; energy 
in the form of stored water for kilowatt-hours—with no 
monetary compensation paid by either party to the arrange- 
ment. This very record discloses that two of the pro- 
tagonist of the Great Lakes project—Midwestern and 
Michigan 
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Wisconsin—are parties to an exchange arrangement where 
no monetary consideration is involved (Ex. Nos. 109A and 
109B). Although the contract covering this mutually bene- 
ficial exchange has been on file with the Commission for 
many years as a rate schedule of each of these companies 
in their respective F.P.C. Gas Tariffs, the Commission has 
not required either company to institute a charge for the 
exchange service despite the fact that the Commission has 
required each company to change its rates in other respects 
on the basis of a rolled-in systemwide cost of service. 


The Commission has the power and the duty to fix rates 
which will benefit and be fair to all parties. It is not now 
nor will it in the future be required to follow any particular 
formula or pattern in fixing rates or approving proposed 
rates. Wisconsin v. F.P.C., 373 U.S. 294, 309 (1963). It 
has the duty to consider the practical consequence of its 
rate orders. F.P.C. v. Tennessee Gas Transmission Com- 
pany, 371 U.S. 145, 155 (1962). 


Finally, the effect of the Commission’s reasoning herein 
would be to deprive the natural gas consumer of the very 
benefits which the Commission is striving to accomplish 
for the electricity consumer.® 


° 
5 Compare Northern Natural Gas Company, et al., Opinion No. 519, dissent, 
mimeo p. 16, issued March 30, 1967, 37 F.P.C. —. 
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The Commission’s policy in this regard is clearly stated at 
page 169 of the National Power Survey: 


«c* © * What is now needed is acceleration of the 
trend toward increasingly comprehensive coordination 
over expanding geographic areas. 


“There are two essentials prerequisite for full co- 
ordination. * * * The second is intersystem planning 
and formulation of agreements between the intercon- 
nected systems to take full advantage of all of the 
economic opportunities for the construction and opera- 
tion of facilities that will result in the lowest overall 
cost of power with equitable sharing of the costs and 
benefits.’? (Emphasis supplied). 


The Commission, in this case, is presented with its first 


major opportunity to put this policy into effect for the 
benefit of the gas consumer. Surely there is no rational 
basis upon which the United States gas consumer can or 
should be denied these benefits. 


B. Northern Natural Has Proposed All Facilities Required 
to Undertake the Exchange and Serve Its Markets; 
Both Northern Natural and Transportation Company 
Have Cheap Expansibility. 


The errors contained in the Commission’s discussion in 
Opinion No. 521 of the relationship of Northern Natural’s 
market growth to the feasibility of the Northern Com- 
panies’ project and its future cheap expansibility (p. ) 
are based upon a misinterpretation of the basic facts and 
operating concept underlying the Northern Companies’ 
exchange-displacement proposal. 
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First of all, the feasibility of the Northern Companies’ 
proposal does not depend upon Northern Natural’s market 
growth north of Ogden paralleling the increasing require- 
ments of Trans-Canada in Hastern Canada and the Com- 
mission erred in finding to the contrary. Northern Nat- 
ural’s present contract demands from Minneapolis north 
of approximately 730,000 Mecf per day (Ex. No. 51-A, pp. 
32-33) would absorb practically all of the Canadian gas 
to be delivered into the Northern Natural system at Sand- 
stone in the fifth year of operation.® 


In addition, Northern Natural presented a conservative 
estimate of its market growth through the year 1970-1971. 
The record shows—and this is virtually undisputed by 
Great Lakes and completely undisputed by the Commission 
—that Northern Natural’s growth north of Ogden, Iowa, 
will be in excess of 224,000 Mef per day through the year 


1970-1971 with more than 190,000 Mcf per day of that 
growth occurring from Minneapolis north.? With this 
minimal amount of growth on the Northern Natural system 
plus the proposed delivery of 58,000 Mcf per day to Trans- 
portation Company at Republic, Michigan, all Canadian 
gas will be absorbed from Minneapolis north, on a peak 
day basis. Indeed, even with this large 
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volume of Canadian gas coming into Northern Natural’s 
system at Sandstone, it must still flow some gas up to 
Minneapolis from the south (Ex. 48-B, p. 2); and under 


6In the fifth year winter peak day, 752,600 Mcf per day would be delivered 
to Northern Natural at Sandstone (Ex. 48-B, p. 32). 


7 The conservative nature of the estimate is demonstrated by the fact that 
Northern Natural experienced 232,000 Mcf per day of growth north of 
Ogden in the four year period immediately preceding the four year period 
for which growth of 224,000 is projected (Seamands, Ex. No. 51, p. 5). 
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the most severe possible conditions—a summer peak flow 
into the Northern Natural’ system from Canada—only 
150,000 Mcf per day of Canadian gas would flow south from 
Minneapolis and into an already existing pipeline system 
capable of transporting approximately 1,000,000 Mef per 
day (LoChiano Tr. 16/2080). Therefore, and in view of 
the fact that no one questions the adequacy of the facilities 
proposed by Northern Natural between Sandstone and 
Minneapolis, the conclusion is inescapable that Northern 
Natural would never have ‘‘to add additional facilities in 
order to be able to transport ‘excessive’ Canadian gas 
south to Transportation Company at Ogden.”’ 


As to cheap expansibility' of the Northern Companies’ 
project beyond the projected fifth year volumes, two essen- 
tial, undisputed facts must be kept in mind: (1) Transpor- 
tation Company is proposing a 36-inch pipeline with at 
least as much cheap expansibility as Great Lakes; (2) 
The delivery of large volumes of Canadian gas into North- 
ern Natural’s system at Sandstone under the exchange 
proposal creates cheap expansibility on the Northern Nat- 
ural system as a whole and free expansibility on the section 
of its system between Ogden, Iowa and Minneapolis-St. 
Paul, ; 
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Northern Natural’s major load center. ‘The exchange as 
proposed enables Northern Natural to serve its conserva- 
tively estimated market growth north of Ogden at substan- 
tial savings in avoided investment cost in new facilities 
and associated savings in avoided cost of service as com- 
pared to the cost of serving the same market growth in 
absence of the exchange. Moreover, as Northern Natural’s 
market requirements north of Ogden continue to grow 


8 Even this gas would never flow south as far as Ogden (Ex. No. 48-B, 
p. 34). 
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after 1970-1971, increased exchange volumes will continue 
to provide Northern Natural further and additional sav- 
ings in avoided investment in new facilities and associated 
savings in cost of service.° 


Thus, in the future, both Transportation Company and 
Northern Natural will have enormous cheap expansibility 
to serve increased Canadian and United States require- 
ments. Indeed, insofar as Northern Natural is concerned 
its exchange expansibility will be at a decremental 
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cost as compared with its expansibility absent the exchange. 


C. The Northern Companies’ Proposal Is Comparatively 
Superior in All Areas in Which No Comparisons Were 
Made. 


The Commission stated that in the event of an emergency 


affecting United States production pipelines serving the 
Midwest may well be able to utilize Great Lakes as a 
source of Canadian gas. Apparently, this was considered 
as a national security benefit. The error of the Commis- 
sion was in failing to compare the Northern Companies’ 
project in this regard and in failing to conclude that it is 
superior to the Great Lakes project, since the Northern 


®¥For example, should Northern Natural’s growth north of Ogden after 
1970-1971 merely continue at a rate of 56,000 Mcf per day per year and the 
exchange volume increase at a rate of 77,000 Mcf per day per year, Northern 
Natural would save an additional $21,000,000 in facilities over the second 
five years of operation (LoChiano, Tr. 16/2066-2067). The 77,000 Mcf per 
day increase per year is Trans-Canada’s increase in United States throughput 
between 1969-1970 and 1970-1971 for eastern Canadian markets. In its dis- 
cussion of comparative market growth, the Commission wholly ignored the 
impact of the undertakings given by Trans-Canada to the Government of 
Canada in the Agreement dated October 4, 1966 (Exhibit No. 118) upon the 
volumes of Canadian gas which may be transported through the United States 
to supply eastern Canadian markets after 1970-1971. 
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Companies could not only serve Canadian gas in an emer- 
gency affecting domestic sources, it could also serve United 
States gas in an emergency affecting Canadian sources. 
Further, the Commission erred in failing to find that 
Transportation Company’s lines, particularly from Ogden 
to St. Clair, Michigan, are far more strategically located 
and would be of far greater value to other United States 
pipelines and their markets than the Great Lakes line 
should an emergency of any kind occur.” 


A comparison of the proposed locations of the competi- 
tive pipelines also demonstrates that Transportation Com- 
pany would be a far greater competitive stimulus in the 
Midwest than Great Lakes. Transportation Company’s 
line passes through and near the great population 
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centers of the Midwest where its competitive stimulus would 
surely be felt. On the other hand, Great Lakes offers little 
hope as a competitive stimulus. Most of its route is through 
relatively sparsely populated areas already adequately 
served with natural gas but not providing for the future the 
kind of potential market growth necessary for beneficial 
competition. Nor is there any reason to believe that Great 
Lakes will offer any competitive benefits to the one densely 
populated area through which it passes, the Detroit area. 
American Natural is the largest factor in this market 
area and it has a veto power over any competitive moves 
by Great Lakes. 


The Commission expressly declined to find whether North- 
ern Natural could economically buy gas from Great Lakes 
even though the record demonstrates that Northern Nat- 

10 Additionally, the Northern Companies project would be of far greater 
value to assure security of service in Canada should an emergency develop 
with respect to Canadian gas supplies. 
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ural could not economically do so. It is not surprising 
that Northern Natural can supply its own markets cheaper 
with domestic gas than with Canadian gas purchased from 
Great Lakes. It is a simple matter of pipeline economics; 
Northern Natural’s major markets are closer to its domestic 
supplies than to Trans-Canada’s Canadian supplies.” 


But even if Northern Natural’s cost of utilizing domestic 
gas 
69450 


for growth were equal to its cost under a purchase from 
Great Lakes, Northern Natural and the consumers served 
from its system would be far better off with the certifica- 
tion of the Northern Companies’ proposal. Only under 
the exchange-displacement proposal can Northern Natural 
and its customers save over $3,000,000 annually in cost of 
service, as well as obtain the benefits of 465,000 Mcf per day 


of ‘‘freed-up’’ capacity. 


The Commission was clearly in error when it stated that 
‘in this particular case only through the certification of 
the Great Lakes proposal can we take advantage of the 
most efficient utilization of continental reserves... .?? This 
conclusion is stated in the absence of any findings of fact. 
The fact is that only the Northern Companies’ proposal 
will interconnect the reserves of western Canada and the 
vast United States southwest reserves with the great 
United States midwest load centers and the growing eastern 
Canadian markets. Only under the Northern Companies 
proposal will both Canadian and United States producers 
have an opportunity to participate in supplying future re- 


11 Likewise the major American Natural markets are closer to domestic sup- 
plies than Canadian. Indeed, the eastern Canadian markets are closer to 
major United States gas reserves than to Canadian gas reserves in western 
Canada, 
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quirements of both Canadian and United States consumers 
based upon considerations of economics. 


D. Great Lakes Cost of Service Is Seriously Understated 


At pages 38-46 of their initial brief herein, the Northern 
Companies discussed in detail, with full record support, the 
nature and extent of Great Lakes’ understatement of its 
cost of service and required rates. 
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Based upon the defects in the preparation of Great Lakes’ 
cost estimate brought out on cross-examination of its Wit- 
ness Culvern and upon the independent estimate prepared 
by the Northern Companies’ Witness Blundell, the conclu- 
sion is inescapable that the cost of the Great Lakes line 
will exceed $230,000,000" and that its cost of service will 
exceed $37,000,000 annually. The Commission Staff, in its 
Brief herein of August 29, 1966, thoroughly analyzed the 
evidence with regard to Great Lakes’ costs, and concluded, 
after resolving all doubts in'favor of Great Lakes (Staff 
Br. p. 17), that the absolute minimum total investment 
cost that could be found from the record was ‘‘$219,106,000 
as opposed to Great Lakes’ original estimate of $211,- 
669,000’’, the cost upon which its initial rates are based 
(Staff Br. p. 22).% The Staff went further (Staff Br. 
p. 22): 


“The above analysis is not meant as a derogation of 
Northern Natural’s Witness Blundell’s cost study for 
the construction of the proposed Great Lakes system, 
but rather is intended to reflect a rock-bottom cost 


12 The Northern Companies estimate of Great Lakes’ investment cost is 
approximately $232,000,000 (Blundell Ex. No. 99, p. 8) and not $260,472,000 
as stated at page 14 of the Commission’s Opinion No. 521. 


13 The Commission’s statement at page 14 of its Opinion No. 521 that the 
Staff estimates Great Lakes’ investment cost at $214,151,000 is incorrect. 
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estimate for that construction as reasonably supported 
by the record.’’ 
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In its Opinion No. 521 herein, the Commission did not 
comes to grips with the evidence regarding Great Lakes 
cost estimate. In the final analysis, in the face of detailed 
compelling evidence that Great Lakes cost estimate is 
grossly understated, the Commission relied almost exclu- 
sively upon the carefully hedged, but non-commital, self- 
serving statement of the Witness Williams, whose com- 
pany prepared the faulty estimate. In view of the facts 
that Williams Brothers has never designed a major long dis- 
tance natural gas pipeline system in the United States, that 
it stopped contracting for the construction of natural gas 
pipelines in the United States several years ago and does 
not now maintain a pipeline construction organization on 
the North American continent, it is the sheerest of specu- 
lation whether that company would be in a position to bid 
on any part of the proposed Great Lakes line. The Com- 
mission should have recognized that the testimony of the 
Witness Williams is worthless for the purpose of deter- 
mining what Great Lakes costs would be. The Commis- 
sion’s almost complete reliance thereon in the face of 
substantial reliable evidence to the contrary can only be 
described as arbitrary and capricious. 


Additionally, the Commission erred in attempting to de- 
cide the contested matter of the cost of the Great Lakes 
line without requiring Great Lakes to submit for the record 
bids which it solicited and received from contractors for 
the construction of Phase I of the Great Lakes project. 
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The record is clear that the bids were received before the 
record was closed, that such bids would constitute the best 
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evidence regarding the construction cost and that the 
Presiding Examiner erred in failing to grant the timely 
request of the Northern Companies to compel Great Lakes 
to put the bids in evidence. (See Initial Brief of Northern 
Companies dated July 25, 1966, pp. 42-46). 


Upon rehearing all of the evidence must be considered 
and given its proper weight. When this is done, the Com- 
mission can only properly conclude that the Great Lakes 
cost estimate is seriously understated and that it would re- 
quire rates for economic survival far in excess of those 
proposed, to the further detriment of Canadian and United 
States gas consumers. In this connection it is significant 
that the Commission’s order granting a certificate to Great 
Lakes does not provide that its initial rates shall be not 
higher than those proposed in the hearing. This glaring 
omission contrasts with the carefully worded rate condi- 
tions usually imposed in major certificate authorizations 
(See e.g., Transwestern Pipeline Co., et al., Docket Nos. 
CP63-204, et al., Opinion No. 500, 36 F.P.C. — Ordering 
Paragraphs (E) (2) at mimeo page 65 and (F) (3) at memeo 
page 66; Transwestern Pipeline Co., 34 F.P.C. 659, 667 
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(1965) Ordering Paragraphs (B)(1) and (2); Midwestern 
Gas Transmission Co., 22 F.P.C. 775, 801 (1959), Ordering 
Paragraph (D)). 


14 The Commission’s reference on page 23 of Opinion No. 521 to the fact 
that matters of rates under the Great Lakes proposal are covered by 25 
year contracts is irrelevant. Great Lakes under its contracts has the un- 
qualified right to file rate increases at any time (Item B, Exhibit A, pp. 7-8; 
Item B, Exhibit C, p. 7). 
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E. The Commission Erred in Finding That Great Lakes Is 
a Qualified Applicant; The Commission Should Find 
That the Corporate Structure of Great Lakes and the 
Circumstances Surrounding Its Formatidn Are Re- 
pugnant to the Objectives of the United States Antitrust 
Laws and Renders Great Lakes an Unfit and Unquali- 
fied Applicant for a Certificate. 


The Commission’s consideration of Great Lakes corpo- 
rate structure (Opn. p. 23) is limited to a discussion as to 
whether or not the arbitration agreement, central to the 
functioning of Great Lakes as a viable corporation, is en- 
forceable under Delaware law. The Commission concludes 
that it perceives nothing objectionable about the arbitra- 
tion agreement as such but ignores the main thrust of 
the Northern Companies’ contentions. The Commission 
ignores the distinguishing fact that Great Lakes is not a 
normal close corporation in which the basic interests of all 
of the stockholders are usually the same and the arbitrable 
problem would be related to means rather than ends. The 
proper interests of Great Lakes as a regulated pipeline 
must inevitably come into conflict with the interests of both 
of its stockholders. It is this type of corporation which 
will present the problems of enforcing the arbitration pro- 
visions detailed in our brief to the Commission. 


The corporate structure of Great Lakes makes it a dubi- 
ous instrument indeed for discharging the responsibilities 
of a regulated natural 
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gas company. Any buy-sell arrangement is inherently a 
conflict of interest and here one of the parents would sell 
to the offspring and the offspring in turn would sell to 
both of its parents. The marketing interests of the two 
parents are in separate areas and under different national 
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jurisdictions, but the joint venture company will be a link 
between both. Further, because of its geographical loca- 
tion and the economics of the gas transmission industry, 
the joint venture company should be a potential competitor 
of both the parents. In fact, Great Lakes was at one time 
already in competition with one of its proposed parents. 


There is present here all of the potential for damage to 
the public interest and chaos in the administrative process 
which resulted from another joint venture which plagued an- 
other regulatory agency for more than a generation. The 
50-50 ownership of Pan American-Grace Airways, Inc. 
(‘‘Panagra”’) by W. R. Grace & Company (‘‘Grace’’) and 
Pan American World Airways, Inc. (‘‘Pan American’’) 
created, as a result of a corporate deadlock, a regulatory 
vacuum and over twenty years of litigation. 


In the light of this experience in another regulated in- 
dustry, this Commission must take into account the corpo- 
rate structure of Great Lakes in determining the issue of 
public convenience and necessity. 


Demonstrating the regulatory morass created by the 
dual ownership situation, the CAB in its opinion of May 
24, 1944 (quoted in W. R. Grace 
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& Co. v. C.A.B., 154 F.2d 271 at 279),?5 declared, plain- 
tively: 


‘¢ ‘Regardless of which of the co-owners of Panagra is 
at fault, the very fact that controversy of this kind 
has developed indicates that an unhealthy condition 
exists in the internal affairs of the company. <A deci- 


15 We commend to the Commission a reading of the comprehensive opinion 
by Judge Frank for himself, and Judges L. Hand and Swan which reviews 
in detail the frustrations of the CAB and the public interest. 
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sion by the Board, after consideration on the merits, of 
the question of whether or not Panagra’s routes should 
be extended to some point or points in the continental 
limits of the United States would remedy one particn- 
lar controversy between the co-owners; but it would 
not solve the basic difficulties of the Panagra joint 
ownership. This is an inherently bad situation. Dead- 
lock between the two interests equally represented in 
the ownership of the company is always possible, and 
certainly occur from time to time, especially in view 
of the special interests and the other activities of the 
two co-owners. We have sought remedy under the 
Civil Aeronautics Act, but after having the facts pre- 
sented in extensive public hearings, we must conclude 
that the Act does not give the Board the power to take 
action contemplated by this proceeding.’ ”’ 


Eventually, the CAB turned to the Department of Jus- 
tice and asked it to file an antitrust suit. This also came 
to nought when the Supreme Court sent the whole proceed- 
ing back to the CAB, this time for the agency to consider 
the issues of ‘‘unfair practices’? and ‘‘unfair methods of 
competition’’. Pan American World Airways v. U. S., 371 
U.S. 296 (1963). The antitrust case was described in the 
lower court as being nominally a government antitrust ac- 
tion but actually a continuation of a bitter family quarrel 
rampant since 1941 ‘‘arising out of the unhappy and quon- 
dam unholy union of Pan American and Grace’. U.S. v. 
Pan American World Airways, 193 F. Supp. 18, 20 (S.D. 
N.Y. 1961). 
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The reasons why the Panagra joint venture turned out to 
be unhealthy from a regulatory standpoint are equally ap- 
plicable to any similar joint venture in a regulated indus- 
try where the interests of the parent companies are in 
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actual or potential conflict. The vice of such arrangements 
arises from fundamentals—the industry structure, the ex- 
isting commitments of the parents, and the future-needs and 
ambitions of the parents. Thus, this explanation of the 
sources of the Panagra problem: 


‘‘By joining with each other in a joint venture on 
the west coast, Grace on the one hand would be assured 
against the entry of an independent American airline 
competitor into its west coast domain and gain time to 
acquire the experience and know how of this new in- 
dustry, and one day perhaps to succeed to complete 
domination of joint company. Pan American on the 
other hand would be substantially free from American 
Flag Competition in the rest of Latin America. 
Their method of organization of the joint company ap- 
pears calculated to give each negative control of the 
company to insure against the possible treachery of 
the other to expand the operations of the company in 
competition with their respective independent lines, 
and their divisions of operational and agency functions 
of Panagra was similar added protection.”? (193 F. 
Supp. at 31). 


The CAB, obviously disenchanted with joint ventures, re- 
jected a proposal for the creation of a joint company similar 
to Panagra to provide services to Hawaii, Pan American- 
Matson-Inter-Island Contract, 3 CAB 540, see 371 U.S. at 
305 fn. 10. 
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The problem that plagued Panagra is not avoided by the 
arbitration agreement between the parents of Great Lakes. 
The basic corporate agreement creating the Great Lakes 
joint venture is inconsistent with U. S. antitrust laws. 
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The Supreme Court has mandated that regulatory agen- 
cies take account of antitrust policy in certificate proceed- 
ings. California v. F.P.C., 369 U.S. 482, 483-5 (1962) ; 
National Broadcasting Corp. v. United States, 319 U.S. 190, 
222-4 (1943). Indeed in United States v. Radio Corp. of 
America, 358 U.S. 334 (1959), the Court has declared that 
antitrust considerations alone could bar an agency finding 
that the standard of public convenience and necessity has 
been met. As recently as June 5, 1967 in Denver & Rio 
Grande Western R.R. Co. v. United States (Slip Opinion 
No. 305), the Court has reiterated its mandate that an ad- 
ministrative agency cannot ignore facts indicating that the 
transaction for which administrative approval is sought 
might exceed limitations imposed by the antitrust laws. 


The Federal Power Commission, itself, has been reminded 
forcefully of its obligation not to ignore congressional ex- 
pression of fundamental antitrust policy in resolving the 
question of whether a particular proposal can properly 
be authorized under Section 7 of the Act. City of Pittsburgh 
v. F.P.C., 237 F.2d 741 (CADC 1956). It was the Com- 
mission’s failure to take account of antitrust problems that 
led to the reversal of its order in that case. 
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The Sherman Act?* has been defined by the Supreme 
Court to be ‘‘a comprehensive charter of economic liberty 
aimed at preserving free and unfettered competition .. .’’. 
Northern Pacific Railway Co. v. United States, 356 U.S. 1, 
4 (1958). 

16 Section 1 of the Sherman Act prohibits every ‘‘contract, combination 

+ » OY conspiracy, in restraint of trade or commerce among the several 
States, or with foreign nations.’’ Section 2 of the Sherman Act applies to 
any person who shall ‘‘monopolize, or attempt to monopolize, or combine or 
conspire with any person or persons, to monopolize any part of the trade 
or commerce among the Several States, or with foreign nations,’’ 
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The broad reach of the Sherman Act makes irrelevant the 
form of the combination or the particular means used 
therefor, it is the result to be achieved that the statute 
condemns. American Tobacco Co. v. United States, 328 
US. 781, 809 (1946). ‘‘It is not of importance whether 
the means used to accomplish the unlawful objectives are 
in themselves lawful or unlawful. Acts done to give effect 
to the conspiracy may be in themselves wholly innocent 
acts. Yet, if they are part’ of the sum of the acts which 
are relied upon to effectuate the conspiracy which the stat- 
ute forbids, these come within its prohibition. No formal 
agreement is necessary to constitute an unlawful conspir- 
acy.’? 328 U.S. at p. 809. 


There are certain agreements or practices which be- 
cause of their pernicious effects on competition and lack 
of any redeeming virtue are conclusively presumed to be 
unreasonable and therefore illegal without elaborate in- 


quiry as to the precise harm they have caused or the busi- 
ness excuse for their use. Northern Pacific Railway Co. 
v. United States, 356 U.S. 1, 5 (1958). 
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Among the practices which the courts have deemed to be 
unlawful and of themselves are price fixing, United States 
v. Socony-Vacuum Oil Co., 310 U.S. 150 (1940); division 
of markets, United States v. Addyston Pipe & Steel Co., 
175 U.S. 211 (1899) ; group boycotts, Fashion Originators’ 
Guild v. Federal Trade Commission, 312 U.S. 457 (1941); 
and tying arrangements, International Salt Co. v. United 
States, 332 U.S. 392 (1947). Thus, for example, group 
boycotts or concerted refusals by traders to deal with other 
traders have long been held to be per se, unlawful. They 
have not been saved by allegations that they were reason- 
able in the specific circumstances. Klors’ Inc. v. Broadway 
Hale Stores, Inc., 359 U.S. 207 (1959). 
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At the heart of most cases under the Sherman Act is 
action or conduct undertaken by two or more persons. Time 
and again the courts have emphasized that action which 
ean properly be undertaken by one person becomes illegal 
when undertaken by a group. Nash v. United States, 229 
U.S. 373 (1912); American Tobacco Co. v. United States, 
328 U.S. 781 (1945) ; Eastern States Lumber Association v. 
United States 243 U.S. 600 (1914). 


The courts have made it clear that in the case of regu- 
lated industries where the scope of regulation leaves a pre- 
serve to private initiative the antitrust laws require that 
the members of the regulated industry retain their free- 
dom of action. The fact of regulation does not permit the 
substitution of 
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the coercive and collusive influences of group action for the 


freedom of action mandated by the antitrust laws. Georgia 
v. Pennsylvania R.R. Co., 324 U.S. 489 (1945); United 
States v. Radio Corporation of America, 358 U.S. 334, 350-1 
(1959) ; Slick Airways v. American Airlines, 107 F.Supp. 
199 (D.N.J. 1951), appeal dismissed, 204 F.2d 230 (CA 3, 
1953), cert. denied, 346 U.S. 806 (1953); United States v. 
Borden Co., 308 U.S. 188 (1939). 


Arrangements between regulated companies have been 
struck down when they affect the freedom of the group’s 
members individually to propose rates, Georgia v. Pennsyl- 
vania R.R. Co., 324 U.S. 489 (1945); when they give one 
competitor the right to determine the customers and terri- 
tory to be served by another, Pennsylvania Water & Power 
Co. v. Consolidated Gas, Electric Light & Power Co., 184 
F.2d 552 (CA 4, 1950), cert. denied, 340 U.S. 906 (1950) ; 
and when they restrict the freedom of individual utilities 
to compete with others, Consolidated Gas, Electric Light ¢ 
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Power Co. v. Pennsylvania Water & Power Co., 194 F.2d 
89 (CA 4, 1952). 


It is the multi-party nature of the Great Lakes project 
and the arrangements involving it which requires scrutiny 
by the Commission in the light of the antitrust laws. The 
facts pertaining to the Great Lakes project compel the con- 
clusion that it so offends the public policy mandated in 
the antitrust laws that it connot be certificated. 
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The Great Lakes project is not a unilateral proposal for 
the rendering of gas service. It is the result of joint action 
by Great Lakes, Trans-Canada, Midwestern, and the Ameri- 
can Natural group. The very applications which these 
parties presently have before the Commission are the result 
of joint action of these parties in terminating the compe- 
tition represented by earlier competing applications’ and 


the substitution of a noncompetitive combined project.'® 


After these parties had aborted the competition which 
between the American Natural-Midwestern proposal and 
the proposal of Great Lakes, Trans-Canada and American 
Natural met Northern’s proposal with a combined refusal 
to deal. Assuming the role of spokesman for the group, 
Great Lakes and Trans-Canada in their Joint Motion to 
Dismiss the Northern applications declared: Trans-Canada 
would not deliver Canadian gas to Northern; Trans-Canada 
would not purchase gas from Northern; and Michigan- 
Wisconsin would not purchase gas from Midwestern under 
the Northern proposal; Michigan-Wisconsin would not 
deliver displacement gas to Northern; Michigan Consoli- 


17 Items L, M and N herein. 


18See order of August 6, 1965 in Great Lakes Transmission Company, 
et al., allowing withdrawal of applications in Docket Nos. CP65-171, et al. 
(unreported). 
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dated would not purchase gas from Northern; and Mid- 
western would not participate in Northern’s project. 
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The creation of the Great Lakes joint venture and the re- 
lationships between that joint venture and its parent com- 
panies raise serious question not only under the Sher- 
man Act but also under Section 7 of the Clayton Act.” 


The effect of the combined proposal represented by 
these applications was not only to end the actual competi- 
tion represented by the earlier mutually exclusive applica- 
tions, but also to affect the potential competition repre- 
sented by the original, independent Great Lakes project.” 
Great Lakes is now to be owned jointly and subject to nega- 
tive control by a company which, but for such ownership, 
would have been one of its potential competitors. The 
decisions and policies of Great Lakes now will have to be 
shaped to accord with the interests of its two owners. Fur- 
ther, the future planning of American Natural, Trans- 
Canada and Great Lakes inevitably will be affected by the 
combination of Trans-Canada and American Natural as 
joint owners of Great Lakes. The arrangements reflected 
in the combined applications thus divide the initial incre- 
ment of Canadian gas by the combined action of Trans- 
Canada and American Natural and also have the inevitable 
effect of subjecting future Canadian gas supplies to the 
same combined action. 


19 Section 7 of the Clayton Act provides, among other things, that no 
corporation ‘‘engaged in commerce’? shall acquire the stock of another cor- 
poration ‘‘where in any line of commerce in any section of the country, the 
effect of such acquisition may be substantially to lessen competition, or to 
tend to create a monopoly.’’ 


20The ‘‘main consideration’? of American Natural in its decision to 
purchase additional Canadian gas herein was not cost but its opportunity 
to acquire stock ownership in Great Lakes (Schmidt, Tr. 13/1670). 
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But the threat to free competition inherent in this com- 
bination is even more aggravated. Through the device of 
this joint venture there are linked the principal reporter of 
Canadian gas to the United States east of the Rockies, two 
of the major pipelines in the area and the largest distrib- 
utors of natural gas in the vicinity of the proposed Great 
Lakes pipeline. The Great Lakes joint venture is both a 
horizontal combination between actual and potential com- 
petitors and a vertical combination absorbing a captive 
market. 


Consequently, the joint venture by its very existence has 
an impact on competition in the sale, purchase and dis- 
tribution of natural gas in a large area of the United 
States. 


A comparable joint venture in the electrical utility busi- 
ness has already been condemned as violative of the Sher- 
man Act. The Safe Harbor Water Power Corporation 
was controlled 50% by Consolidated Gas Electric Light & 
Power Company and 50% by Pennsylvania Water & Power 
Company. Among the vices which the Court found in this 
joint venture and the arrangements affecting it were the re- 
strictions on Safe Harbor’s ‘‘freedom of contract and 
action’? and the parent companies veto rights over plant 
construction and over electrical supply contracts of Safe 
Harbor. Consolidated Gas Electric Light & Power Co. v. 
Pemnsylvania Water and Power Co., 194 F.2d 89, 93-4, 
1952). 

The Supreme Court has made it clear that joint ventures 
are also subject to Section 7 of the Clayton Act: 
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“Certainly the formation of a joint venture and pur- 
chase by the organizers of its stock would substantially 
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lessen competition—indeed foreclose it—as between 
them, both being engaged in commerce. This would 
be true whether they were in actual or potential com- 
petition with each other and even though the new cor- 
poration was formed to create a wholly new enterprise. 
Realistically, the parents would not compete with their 
progeny.’? U. S. v. Penn-Olin Chemical Company, 378 
U.S. 158, 168 (1964). 


Emphasizing anti-competitive dangers created by a joint 
venture, such as the one here, when it is the instrument of 
two competitors who have previously acted independently 
the Court said: 


“Tf the parent companies are in competition, or might 
compete absent the joint venture, it may be assumed 
that neither will compete with the progeny in its line 
of commerce. Inevitably the operations of the joint 


venture will be frozen to those lines of commerce which 
will not bring it into competition with the parents, and 
the latter, by the same token will be foreclosed from 
the joint venture’s market.’’ 
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Referring to the ‘‘grand design’? of Section 7 of the 
Clayton Act, the Court stated that the purpose of that 
statute is to arrest ‘‘incipient threats’ to competition. Ac- 
tual restraints need not be proved. The requirements of 
the statute are satisfied when a ‘‘tendency toward monop- 
oly’? or the ‘‘reasonable likelihood”’ of a substantial lessen- 
ing of competition is shown. Congress has made it plain 
that the validity of arrangements under Section 7 is to be 
gauged on a broad scale and that its concern was with prob- 
abilities not certainties. 378 U.S. at pp. 170-1. 


It is particularly relevant to the circumstances of this 
proceeding that the Supreme Court in Penn-Olin tied its 
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consideration of the status of the joint venture to the rule 
of the El Paso case. ‘‘The rule of United States v. El 
Paso Natural Gas Co., 376 U.S. 651 (1964), where a corpo- 
ration sought to protect its market by acquiring a poten- 
tial competitor, would, of course, apply to a joint venture 
where the same intent was present in the organization of 
the new corporation.’’ 378 U.S. at p. 170. 


In holding the acquisition of Pacific Northwest Pipeline 
Corporation by El Paso Natural Gas Company illegal, the 
Supreme Court found that Pacific Northwest was a com- 
petitive factor in California despite the fact that it had 
never sold gas there. The court declared irrelevant the 
District Court findings that Pacific Northwest, as an inde- 
pendent entity, could not have obtained a contract from 
California distributors, could not have obtained gas sup- 
plies or financing for a pipeline to California and could 
not have 
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presented a project acceptable to the regulatory agencies. 
Instead, it found a decisive effect on competition in Pacific 
Northwest’s vaguely defined potential for competition with 
El Paso in California. United States v. El Paso Natural 
Gas Co., 376 U.S. 651, 657-59 (1964). 

The competition between El Paso and Pacific Northwest 
was far more remote than the actual competition which 
has existed between Great Lakes and the American Nat- 
ural system and the potential for competition represented 
by the systems of Trans-Canada and American Natural. 


It is clear that serious antitrust questions inhere in the 
instant proceedings. The failure of the Commission to 
come to grips with the obvious antitrust questions posed 
by the combination before it is error of the type which 
courts in the past have found requires reversal of Com- 
mission certfications. 
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The failure of the Commission to deal with these vital is- 
sues is particularly inappropriate in this situation. Here 
the Commission does not have to stay its hand pending 
the outcome of a court proceeding. See California v. Federal 
Power Commission, 369 U.S. 482 (1962). It, itself, can and 
must, at least in the first instance, take full account of the 
national policy embodied in the antitrust laws. 


The failure of the Commission to deal with these serious 
questions of fundamental national antitrust policy would 
constitute error even if this were not a comparative pro- 
ceeding. Given the mandate of the Supreme Court 
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to deal with antitrust questions and the teachings of the 
Panagra, Penn-Olin and El Paso cases, which indict the 
very essence of Great Lakes’ corporate structure, it would 
be incumbent upon the Commission, in any event, to con- 
sider whether that structure of Great Lakes is consonant 
with the interest and antitrust policy. 


The vice of this failure is compounded in a comparative 
proceeding. Here the Commission has a viable alternative 
to denying the tainted applications or reconstructing them 
to bring them into conformity with antitrust norms. In 
this comparative proceeding the Commission has before it 
the preferable alternative of certificating another project 
meeting the standards both of the Natural Gas Act and 
the antitrust laws. 


The facts presently of record, in themselves, compel the 
conclusion that the corporate structure of Great Lakes 
and the circumstances surrounding its formation are re- 
pugnant to United States antitrust policy. If the Commis- 
sion remains unconvinced, however, the only proper course 
of action open to it is to remand this proceeding to the 
Presiding Examiner for the taking of further evidence 
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regarding these matters. The Examiner’s rulings forbid- 
ding all inquiry as to antitrust matters, even by the Com- 
mssion’s own staff, was clearly erroneous (Tr. 1/144; Tr. 
12/1568-1570). 


The Canadian Government’s Action in Announcing the 
Elimination of Its Import Duty of Necessity Requires 
That the Commission Grant Rehearing Herein. 


In its Opinion No. 521 the Commission found that under 

the Northern 
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Companies’ proposal, Canadian import duties totalling 
$6,749,000 per year would be assessed against Trans- 
Canada, and presumably its customers, based upon fifth- 
year volumes. It then concluded that an imposition of this 
magnitude would have a depressing effect on Trans- 
Canada’s growth rate under the Northern proposal and 
consequently there has not been an adequate market pres- 
entation to support the Northern Companies’ proposal. 
Clearly, the Commission’s consideration of this large sum 
as an alleged comparative detriment in the Northern 
Companies’ proposal weighed very heavily in the Com- 
mission analysis. Indeed, no single item in this record 
was urged more strongly by Great Lakes against the North- 
ern Companies’ proposal than the possibility of the im- 
position of this import duty.”* 


However, subsequent to the issuance of Opinion No. 521, 
as a tariff concession of the ‘‘Kennedy Round Negotia- 
tions’’ under the General Agreement on Tariffs and Trade 


21 Great Lakes contended that the Northern Companies’ proposal would 
result in excess annual costs to Trans-Canada and Michigan Consolidated of 
some $10,000,000 per year. The import duty accounted for $6,749,000 per 
year. The other ‘‘excess costs’? were shown to be entirely specious in the 
Northern Companies’ briefs herein. 
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(GATT), the Canadian Government has agreed to the 
complete elimination of this 3 cent per Mef import duty. 
Therefore, and aside from the fact that the Commission in 
Opinion No. 521 committed the numerous errors discussed 
above which require a rehearing and reconsideration of 
Opinion No. 521, this single fact in itself—the elimination 
of what appears is the greatest single obstacle, in the Com- 
mission’s contemplation, to the Northern Companies’ pro- 
posal—compels a complete 
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reevaluation of the relative merits of these competitive 
proposals. 


Attached hereto are relevant excerpts from a document 
dated June 1967, published by the Department of Finance 
of the Government of Canada, entitled ‘‘Canada Tariff 
Concessions Agreed in the Kennedy Round Negotiations 
Under the General Agreement on Tariffs and Trade’’ which 
shows that Tariff Item No. 58805-1 relating to the import 
duty on gas is being eliminated. The Northern Companies 
hereby move that the Commission reopen the record herein 
to receive in evidence the attached material. 


‘ConcLusion 


The Court have repeatedly reminded the Commission 
that its function under the Natural Gas Act is to ‘‘act 
in furtherance of the interests of United States consumers’’. 
The instant comparative, competitive certificate proceed- 
ing does not diminish the degree of the Commission’s basic 
statutory responsibility. Per contra, it underscores the 
Commission’s obligation to act in the interests of the 
American consumer. 


Any objective analysis of the Commission’s action in this 
proceeding, particularly as that action and the reasons 
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therefor are articulated in Opinion No. 521, compels the 
conclusion that the Commission has utterly failed to dis- 
charge its statutory responsibility. 


The Commission’s denial of the certificate aplications 
filed by the Northern Companies prevents the millions of 
consumers attached to the 
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existing Northern Natural system from enjoying the cost 
savings of over $3,000,000 per year to be derived from the 
proposed exchange-displacement proposal. Indeed the 
Commission has not even been willing to act so as to as- 
sure those American consumers the cost savings and bene- 
fits that would flow from certification of the Staff’s public 
interest project. What the Commission has done is to give 
its formal endorsement to a project designed solely for the 
benefit of Canadian consumers and sponsored by parties 
who have persistently and flagrantly advised the Commis- 
sion that they were unwilling to enter any arrangements 
with the Northern Companies which would provide Amer- 
ican consumers with the benefits flowing from the exchange- 
displacement project proposed by the Northern Companies. 


If the Commission is validly to discharge its statutory 
responsibility under the Natural Gas Act and if the Com- 
mission is properly to follow the mandates of the Courts 
both with respect to the disposition of comparative, com- 
petitive certificate proceedings and the furtherance of the 
interests of United States consumers, then the Commission 
must grant rehearing of its Opinion No. 521 and upon re- 
hearing issue certificates authorizing the construction and 
operation of the exchange-displacement project proposed by 
the Northern Companies. 


Wauererore, The Northern Companies request that the 
Commission grant this Application for Rehearing; that it 
withdraw its Opinion No. 521 and 
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accompanying Order; and that it issue the certificates of 
public convenience and necessity and related orders as re- 
quested in the Northern Companies’ applications in Docket 
Nos. CP66-212, CP66-213, CP-214 and CP66-215. 


Respectfully submitted, 


Norrnern Natruran Gas 
Company 

NorrHern Naturar Gas 
TRANSPORTATION CoMPANY 


By Cuartzs A. Case, Jr. 
Charles A. Case, Jr. 
Their Attorney 


F. Vixson Roacu 
Jack C. OsBornE 
Danuz B. O’Brien, Jr. 
JoHN GaLe 
2223 Dodge Street 
Omaha, Nebraska 68102 


Justin R. Wour 

Cxarues A. Casz, JR. 

Davm B. Warp 
Wolf & Case 
1625 K Street, N. W. 
Washington, D. C. 20006 


Attorneys for Northern Natural Gas Company and 
Northern Natural Gas Transportation Company 


July 19, 1967. 
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APPENDIX 
Canada 
CANADA TARIFF CONCESSIONS 
Agreed In The 
KENNEDY ROUND NEGOTIATIONS 
Under The 
General Agreement On Tariffs and Trade 
Department of Finance 
Ottawa, Canada June 1967 


69477 


Scuepute V—(Canapa) 
Nores Re ScHEepvLE 


1. Part I (pages 1 to 124) lists the concessions made un- 
der the Most-Favoured-Nation tariff; Part II—those 
made under the British Preferential tariff. The Base 
Rate of Duty gives the rate in effect when the Kennedy 
Round began; the Concession Rate of Duty is the 
final rate which will apply when the Kennedy Round 
results have been implemented in full. 


2.Some of the concessions are to be implemented in a 
single step, i.e. the final rate of duty will be put into 
effect not later than July 1, 1968. Concessions in this 
category include: 

a) machines classified under item 42700-1 in the 
schedule ; 


b) cigars, cigarettes, cut tobacco and alcoholic 
beverages; 
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¢) items for which no base rates are shown in the 
schedule ; 


d) some tropical products. 


3. Concessions which are not implemented in one step will 
be staged over a period not exceeding four years be- 
ginning January 1, 1968. Canada has undertaken that 
with respect to these concessions the difference be- 
tween the base rate and the final rate will be reduced 
by not less than one-fifth on January 1, of each year 
starting January 1, 1968. 
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ScHepute V—(Canapa) 
Part I—(continued) 


Description of Products 


58805-1 Gas for heating, cooking or illumi- 
nating, imported by pipe line, per 
one thousand cubic feet 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Lee C. White, Chairman; L. J. 
O’Connor, Jr., Charles R. Ross, Carl E. Bagge, and 
John A. Carver, Jr. 

Docket Nos. 


Great Laxes Gas Transmission CP66-110, CP66-111 
CoMPANY and CP66-112 


Micuicay Wisconsin Pree Live 
CoMPANY CP66-109 


MipwesTERN Gas TRANSMISSION CP66-119, CP66-120 
CoMPANY and CP66-121 


NorrHern Narorat Gas 
ComPaNy CP66-212 


NorrHern NaruraL Gas CP66-213, CP66-214 
TRANSPORTATION COMPANY and CP66-215 


Opinion No. 521-A 
Opinion and Order Denying Rehearing 
(Issued August 9, 1967) 


O’Conxnor, Commissioner: 


On July 19, 1967, Northern Natural Gas Company and 
Northern Natural Gas Transportation Company, and on 
July 20, 1967, the State of Texas, Panhandle Eastern Pipe 
Line Company, and thirteen interveners including the State 
fo Nebraska filed applications for rehearing of our Opinion 
No. 521 and Order issued June 20, 1967, in the above- 
entitled proceedings. On July 20, 1967, Minnesota Natu- 
ral Gas Company filed a motion for reconsideration of 
the Opinion and Order. 
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In Opinion No. 521 we granted a certificate of public 
convenience and necessity authorizing the Great Lakes 
Transmission Company to construct a pipeline project de- 
signed, in the main, to transport 677,000 Mcf per day of 
natural gas for Trans-Canada Pipe Lines Limited from a 
point on the international border near Emerson, Manitoba 
through the United States to points of delivery to Trans- 
Canada near Sault Ste. Marie and St. Clair, Ontario. The 
certificate also permits Great Lakes to sell 57,000 Mef per 
day to the Michigan Consolidated Gas Company. We also 
issued a certificate to the Midwestern Gas Transmission 
Company authorizing it to receive and transport approxi- 
mately an additional 116,000 Mcf per day of gas from 
Trans-Canada for sale, less fuel usage to the Michigan Wis- 
consin Pipe Line Company, to which we 
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issued a certificate authorizing the transportation and sale 


of certain quantities of gas to Trans-Canada during the 
first two years of operation of the Great Lakes project. 


At the same time we denied certificates to the alterna- 
tive project proposed by Northern Natural Gas Company 
(Northern Natural Transportation).1 Under that proposal 
Northern Transportation would have received up to 677,000 
Mef per day at Emerson, would have exchanged part of 
this gas with its parent, Northern Natural, and would have 
delivered equivalent volumes to Trans-Canada at Sault Ste. 
Marie and St. Clair. It would also have sold up to 57,000 
Mcf per day to Michigan Consolidated. 


Northern alleges that we have failed to find the benefits 
in its proposed exchange transaction. Under its proposal 
Northern Transportation would deliver approximately 
734,000 Mcf per day of gas to Northern Natural at Sand- 


1 Together these companies will be referred to as ‘‘Northern.’’ 
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stone, Minnesota, in return for the same amount of gas 
delivered by Northern Natural at Republic, Michigan, and 
Ogden, Iowa. We are fully aware of the cost savings 
intrinsic in an exchange transaction and the benefits that 
may result to consumers. However, here we find, as set 
out in our original opinion, that Northern Natural will 
incur significant costs which in a rate case would appear 
allocable to Northern Transportation’s proposed service 
to Trans-Canada and Michigan Consolidated. Such an 
allocation does not deny that savings might arise from the 
exchange transaction; but it would alter the economics of 
the Northern proposal by increasing the costs allocable to 
Trans-Canada and Michigan Consolidated to the point 
where those costs would exceed the cost of the Great Lakes 
proposal. As to Great Lakes’ estimated investment cost 
Northern contends that we failed both to make the requisite 
findings in support of our conclusion that the estimate 
offered by Great Lakes is reasonable and erred in so con- 
cluding. Neither contention is meritorious. We specifically 
considered each major disputed cost item and based upon 
that analysis found the composite estimate reasonable. 
Indeed, we noted that when the Great Lakes and Northern 
proposals were put on a comparable basis (by the elimina- 
tion of 
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internal coating which Great Lakes alone contemplated and 
by attributing to Great Lakes the same estimate for omis- 
sions and contingencies as included by Northern in its esti- 
mate), the cost of the Great Lakes project would be reduced 
even below that company’s estimate. 


Northern’s contention that we failed to condition Great 
Lakes’ proposal to the filing, as initial rates, of those 
rates provided for in its application is mistaken. In grant- 
ing the Great Lakes proposal we did so on the basis of the 
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representation made in its application, as supported by the 
evidence, including that as to rates. 


Northern, together with the State of Texas, again criti- 
cizes the qualifications of Great Lakes as an applicant. As 
in previous briefs, it takes issue with the corporate arrange- 
ment by which Great Lakes will be controlled by Trans- 
Canada and American Natural Gas Company and contends 
that this arrangement may result in conflicts between the 
joint participants. On our part, as discussed in our opinion, 
we think that there is sufficient community of interest be- 
tween the controlling parent corporations to assure that 
Great Lakes will be a viable entity. Both Trans-Canada 
and American Natural stand to profit by Great Lakes’ op- 
erations transporting gas for Trans-Canada and selling 
gas to Michigan Consolidated. 


Northern goes further and argues that the joint venture 


is violative of the antitrust laws. The essence of this con- 
tention is that the Great Lakes project will tend substan- 
tially to lessen competition. We do not agree. Indeed, one 
of the bases for our certification of Great Lakes was the 
competitive advantage it had over the proposals of the 
Northern companies. 


Great Lakes will have the potential to compete with the 
Northern system, both in the populated Superior-Duluth 
area and across northern Wisconsin to the western end of 
the upper peninsula. If Northern were certificated this 
competitive stimulus would have been sacrificed in favor 
of potential competition on the Lower Peninsula. Were 
competition the only criteria before the Commission the 
question would then be which of those areas is more in 
need of a competitive stimulus. Thus viewed, we think 
it clear that the Great Lakes proposals would have to be 
found preferable, for in the area in which it has the poten- 
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tial for competing with Northern, Northern presently is 
without any competitive spur. 
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Concededly, the Northern proposal could furnish Michigan 
Consolidated and the smaller distribution companies serv- 
ing the lower peninsula area with an additional source of 
supply, but that area already is served by two major pipe- 
line systems—the American Natural System and the Pan- 
handle-Trunkline system. Moreover, the Natural Gas Pipe- 
line Company of America, since it is now the major sup- 
plier in the Chicago area, represents a still further source 
of potential competition for the pipelines now serving the 
lower peninsula. Thus, if our sole concern were that of in- 
creasing the potential for competition it is apparent that 
as between the two proposals we would have to certificate 
that of Great Lakes. 


In our view, the case of United States v. Penn-Olin 
Company (378 U.S. 158) relied on by Northern for the prop- 
osition that the joint venture by Trans-Canada and the 
American Natural System would violate Section 1 of the 
Sherman Act and Section 7 of the Clayton Act is inapposite. 
In that case the government charged that the Olin-Mathieson 
Chemical Corporation and the Pennsalt Chemicals Cor- 
poration violated Section 7 of the Clayton Act by jointly 
forming the Penn-Olin Chemical Company to produce and 
market sodium chlorate because their joint entry eliminated 
potential competition between themselves in the production 
and sale of sodium chlorate in the Southeastern part of the 
United States. After holding that a joint venture which 
is designed to lessen competition among the participants in 
that venture can be found to violate Section 7 of the Clayton 
Act, the Supreme Court remanded the case to the District 
Court for a finding ‘‘. . . as to the reasonable probability 
that either one of the corporations would have entered the 
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market by building a plant, while the other would have 
remained a significant potential competitor.’’ (378 U.S. 
at 175-176.) It might be sufficient to establish a violation, 
the Court indicated, if one company would have entered 
the market and the other remained an important potential 
competitor at the edge of the market. 


Plainly that holding has no application to the facts of 
this case. The necessary premise of the Supreme Court’s 
decision was that in the absence of a joint venture there 
might be competition for the sodium chlorate market in the 
Southeastern part, of the United States between the joint 
ventures. Here, however, there cannot be competition for 
the principal service which Great Lakes seeks to render 
by the filing of its applications, to wit, the transportation 
of western Canadian gas to eastern Canadian markets. 
In fact, it has 
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never been contended by any party to these proceedings 
that more than one pipeline could be certificated to per- 
form either that function or to make available Canadian 
gas to the portion of the United States proposed to be 
served. The Northern and Great Lakes proposals were 
presented as competitive with there being no suggestion 
that they could at all be complementary. Similarly, the 
applications filed by Michigan Wisconsin and Midwestern, 
prior to American Natural’s acquision of a half interest 
in Great Lakes, were always stated to be mutually exclusive 
with the application of Great Lakes. And since the new 
application has been filed no one has suggested, up to the 
time of the rehearing petitions, that more than one new 
pipeline was feasible in the area. The intent of the joint 
venture is clearly not to restrict entry by an additional 
pipeline desirous of performing the needed services. In- 
sofar as the unaffiliated customers of Michigan Wisconsin 
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are concerned we think it clear that they will contract with 
Michigan Wisconsin or Great Lakes for additional gas as 
will best suit their interests, and nothing in the record in- 
dicates that American Natural’s ownership of 50 percent of 
Great Lakes will inhibit its willingness or ability to make 
Canadian gas available in the future at competitive rates. 
Moreover, even if a subsidiary distribution company of the 
American Natural system requires additional gas an appli- 
cation will have to be filed with this Commission. At that 
time the Commission will be able to determine whether 
the consumers to be served would be benefited by the utiliza- 
tion of Canadian reserves made available by the Great 
Lakes line rather than by placing increased dependence 
on the domestic reserves of the American Natural system. 
Thus, from the standpoint of enhanced competition, we 
do not think it very significant whether or not the American 
Natural system participates in the Great Lakes proposal. 
We do think, however, that in the interest of national se- 
curity, as well as in the overriding interests of the Ameri- 
con consumers, it is most preferable, if indeed not indis- 
pensable, that American interests participate in the man- 
agement of a major pipeline which is to traverse a signifi- 
cant portion of the United States. 


Northern and Minnesota Natural and other applicants 
request us to reconsider our decision and reopen the record 
in the light of the Canadian Government’s plan to reduce 
the three-cent importy duty in steps until it is entirely 
eliminated on January 1, 1972. We take official notice of 
this change in the import duties, so that it will not be 
necessary to reopen the record. 
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Assuming the termination of the Canadian tariff, there 
is no reason to alter our conclusion that Great Lakes should 
be certificated. We found that because the three-cent tar- 
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iff would apply to the Northern gas, but not to Trans- 
Canada’s gas transported by Great Lakes, the market for 
Northern’s gas in eastern Canada was not properly sup- 
ported. This market difference will no longer exist. Al- 
though the existence of the tariff was considered in our de- 
liberations, it was not critical to our determination that the 
public interest would be furthered by certification of the 
Great Lakes proposal. 


The thirteen intervenors contend that Great Lakes will 
traverse an area in Minnesota, Wisconsin and the Upper 
Peninsula of Michigan which is already served by Northern. 
They add that such competition, if successful, would destroy 
the economic feasibility justifying Northern Natural’s ex- 
tensions and would penalize its other customers. When we 
granted Northern Natural authority to construct an ex- 
tension from Duluth, Minnesota, eastward across northern 
Wisconsin and into the Upper Peninsula of Michigan we 
were not granting Northern Natural a monopoly of the 
area. Northern Natural Gas Co., 33 FPC 1163 (1965). The 
impact of any sales by Great Lakes on Northern’s continu- 
ing ability to render adequate service at reasonable rates 
in the area would, of course, have to be considered before 
such sales are certificated. Panhandle, along with the other 
applicants for rehearing, repeats a number of arguments, 
all of which we have already answered in the opinion. It 
is correct, however, in pointing out that the testimony upon 
which we relied to establish an 18 per cent growth in the 
natural market each year between 1960 and 1964 in Ontario 
and Quebec had been withdrawn, and accordingly, was not 
part of the record before us. The record does establish, 
however, that the growth rate of the natural gas market in 
those two Provinces during the 1959-1964 period averaged 
over 30 percent a year. (Exh. 2A, p. 37) Of course, 
we are not basing our decision on the continuation of this 
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spectacular rate of growth, but we are of the opinion that 
the natural gas market will continue to grow with the 
economic development of the region. 


The Commission further finds: 


(1) The assignments of error and grounds for rehearing 
set forth in the applications for rehearing filed in this 
proceeding present no facts or legal principles which would 
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warrant any change in or modification of the Commission’s 
Opinion No. 521 and accompanying Order except as speci- 
fied above. 


(2) Minnesota Natural’s motion for reconsideration 
should be denied. 


The Commission orders: 


The applications for rehearing filed herein and Minne- 
sota Natural’s motion for reconsideration are denied. 


By the Commission. 


(Seal) 
Gorpow M. Grant, 
Secretary. 
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future actions of the certificate pipeline? 


Did respondent err in granting certificates of public 
convenience and necessity when respondent acted arbi- 
trarily and erroneous by failing to make a proper com- 
parative analysis of the competitive and mutually ex- 
clusive proposals before it? 


IN THE 


United States Court of Appeals 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


o——_0—__O 
No. 21,333 
o——_0—__0 


NORTHERN NATURAL GAS COMPANY 
NORTHERN NATURAL GAS TRANSPORTATION 
COMPANY, 

Petitioners, 
v8. 


FEDERAL POWER COMMISSION, 
Respondent, 


Great Lakes Gas Transmission Company; Trans-Canada 
Pipe Lines Limited; Michigan Consolidated Gas Com- 
pany; Michigan Wisconsin Pipe Line Company; Mid- 
western Gas Transmission Company; Consumers Gas 
Company; Northern and Central Gas Company Limited; 
Union Gas Company of Canada, Limited; Michigan Pub- 
lic Service Commission; Wisconsin Gas Company; Wis- 
consin Public Service Commission; Wisconsin Public 
Service Corporation; Wisconsin Michigan Power Com- 
pany; Wisconsin Natural Gas Company; County of 
Wayne, Michigan; Wisconsin Fuel & Light Company; 
Madison Gas & Electric Company; Panhandle Eastern 
Pipe Line Company ; 

Intervenors. 


o——_0——_0 


ON PETITION TO REVIEW ORDERS OF THE 
FEDERAL POWER COMMISSION 


i. 


TABLE OF CONTENTS 


Statement of Questions Presented 


Jurisdictional Statement 


Statement of the Case 


A. 
b. 


The Parties . 
‘tue Ludependent Great Lakes’ Project and 
the Competitive Projects of Midwestern and 
Michigan Wisconsin. 

Combination of Great Lakes, Midwestern and 
the American Natural System 

The Petitioners’ Competitive Applications. 
The Combination’s Boycott of Petitioners. . 
Comparative Proceedings Before Respondent. 
The FPC Opinions 


Statutes Involved 


Argument 


I. 


When there is a direct and adverse effect on 
competition resulting from unlawful anti- 
competitive conduct of a group of applicants 
aftecting an administrative proceedings, a 
valid certificate of public convenience and 
necessity under the Natural Gas Act cannot 
be issued to such applicants 
A. The certificated applicants engaged in 
unlawful anti-competitive conduct by 
(i) agreeing among themselves not to 
compete; (ii) agreeing among themselves 
to divide markets; and (iii) engaging in a 
group boycott against a competitive ap- 
plicant to the FPC.............- 55275 


(i) Agreement among competitors not 
to compete. 
(ii) Division of warkets among actual 
and potential competitors 
(ili) Group boycott . 
‘he certulicated combiuation’s conduct 
restraiued colmpetiuon, including com- 
petition tor FRC certaticauon 
the F.P.C. ignored the combination’s 
anti-competitive conduct in granting it 
certilicates. 
The F.P.C. erred in determining that there 
would be no substantial anti-competitive con- 
sequences in the certification of a joint ven- 
ture pipeline combining competitive pipelines 
and captive distribution utilities. . 
The F.P.C. erred in determining that the 
public interest requires certitication of a pipe- 
line owned jointly by two large natural 
gas systems with contlicting interests, each 
system having a power of veto over the future 
actions of the certificated pipeline 
The Federal Power Commission acted arbi- 
trarily and unlawfully in concluding that the 
Great Lakes’ proposal was required by public 
convenience and necessity 
A. Respondent's cavalier treatment of the 
removal of the Canadian import duty vio- 
lated its duty to state clearly the bases 
or reasons for its final conclusion 
Respondent erred in ignoring the bene- 
fits to the United States consumers 
served from Northern Natural’s system 
which are inherent in petitioners’ ex- 
change-displacement proposal. .. 
Respondent arbitrarily employed differ- 
ent standards of evaluation in analyzing 
the costs and rates of the competitive 
projects before it 


Page 
(i) Respondent ignored all evidence, 
substantial in nature, adverse to 
Great Lakes’ estimate of costs; it 
failed to require the best evidence 
regarding such cost to be put in the 
record. 
Respondent adopted an erroneous 
interpretation of its own rate au- 
thority solely to place petitioners’ 
costs and rates in an unfavorable 
light for comparative evaluation. . 
Respondent's conclusion that only the 
Great Lakes’ project offers cheap ex- 
pansibility is not supported by compara- 
tive findings based upon substantial 
evidence. 
Respondent erred in failing to make com- 


parative findings respecting ability to 
serve United States markets and the rela- 
tive size of the United States markets 
available to each project; national secur- 
ity; the most efficient utilization of con- 
tinental reserves; and potential benefits 
to Michigan Consolidated 


Conclusion 70 
Appendix A la-4a 
Appendix B 
Appendix C 


TABLE OF AUTHORITIES 
STATUTES 


Administrative Procedure Act, Section 8(b), 60 Stat. 
242 (1946), as amended 80 Stat. 387 (1966), 5 
U.S.C.A. 557. 

Clayton Act, Section 7, 38 Stat. 731 (1914), as amend- 
ed 64 Stat. 1125 (1950), 15 U.S.C. 18 

Natural Gas Act, Section 4, 52 Stat. 822 (1938), as 
amended 76 Stat. 72 (1962), 15 U.S.C. 717c. .13, 60, 61, 63 


Page 
Natural Gas Act, Section 5, 52 Stat. 823 (1938), 15 
U.S.C. 717d. . 13, 60, 61, 63 
Natural Gas Act. Section 7(c), 52 Stat. 824 (1938), 
as amended 56 Stat. 83 (1942), 15 U.S.C. T17£(c). 
apecccocascssccoccttssncecceecescccecencss 2, 13,,60 
Natural Gas Act, Section 7(e), 56 Stat. 84 (1942), 
VS [THSKOm TU (Nace ce ceekececcsteccececac 2, 13, 60 
Sherman Act, Section 1, 26 Stat. 209 (1890), as 
amended 15 U.S.C. 1 
Sherman Act, Section 2, 26 Stat. 209 (1890), as 
MENGE Cae Ue: Capen elekchelaclcichacheletclchelclcichatchelelatcl- 


CASES 
American Broadcasting Co. vy. FCC, 85 U.S. App. 

D.C. 343, 179 F. 2d 437 (1949) 

-\tlantic Refining Co. v. Public Service Commission 

of N. ¥., 360 U.S. 378 (1939) 

Braniff Airways, Inc. y. CAB, — U.S. App. D.C. —, 

379 F. 2d 453 (1967) 

Braniff Airways, Inc. y. CAB, 113 U.S. App. D.C. 

132, 306 F. 2d 739 (1962) 50 
California v. FPC, 369 U.S, 482 (1962).......... 33 
“Colorado Interstate Gas Co. v. FPC, 324 U.S. 581 

(1995) REO 61, 62 
Consolidated Gas, Elec. Light & Power Co. y. Penn- 

sylvania Water & Power Co., 194 F. 2d 89 (4th 

Cir-A195 2) oo ee ee ee 29, 38 
Denver & RGW RR v. United States, 387 U.S. 485 

(1967). 33 
Easton Pub. Co. v. FCC, 85, U.S. App. D.C. 33, 175 

F. 2d 344 (1949) 

Fashion Originators’ Guild v. FTC, 312 U.S. 457 

CESS) EA Ee OO eae Oe 
FPC y. Hope Natural Gas Co., 320 U.S. 591 (1944). 

*FPC v. Natural Gas Pipeline Co., 315 U.S. 575 

(Gy. cone ccesee se eae LoccccscosracAceossese 
FPC v. Tennessee Gas Transmission Company, 371 

Ge ef GL OGD) peracetic iokelolelcloicletcleicieteloialatatate 
Georgia v. Pennsylvania RR, 324 U.S. 439 (1956) .. 


Page 
W.R. Grace & Co. v. CAB, 154 F. 2d 271 (2nd Cir. 
TYNES non srr mney ORR MP ART 42 
—™ *Johnston Broadcasting Co. v. FCC, 85 U.S., App. 
D.C. 40, 175 F. 2d 351 (1949) 
Kansas Pipeline & Gas Co., 2 FPC 29, 34, 58 (1939) .. 
Klors’ Inc. v. Broadway Hale Stores, Inc., 359 U.S. 
PLUS (GEEO)s asasossonosssaooscelsco5cls 25007 
Michigan Consolidated Gas Co. v. FPC, 108 U.S. 
App. D.C. 409, 283 F. 2d 204 (1960) ; cert. denied 
364 U.S. 913 (1960) 
Minneapolis & St. L. Ry. v. United States, 361 U.S. 
IKE) (alinens. sag seddobosooasasaaae aed anasas ss 
D.C. 208, 163 F. 2d 433 (1947) 
Mississippi River Fuel Corp. v. FPC, 82 U.S. App. 
*Northern Pac. Ry. v. United States, 356 U.S. 1 
(EE socascacsaaccosccsosesesccstooost tase 
Northern Secs. Co. v. United States, 193 U.S. 197 
(GUNNS \. nme wanna cana ananatpenscamnnsan se =a5 
Pan American-Matson-Inter-Island Contract, 3 CAB 
BV) (GUY). aw awanasegccnonscsasoosesoscacc 43, 44, 45 
Pennsylvania Water & Power Co. v. Consolidated 
Gas, Elec. & Power Co., 184 F. 2d 552 (4th Cir. 
1950), cert. denied, 340 U.S. 906 (1959) 29 
Philco Corp. v. FCC, 110 U.S. App. D.C. 387, 293 F. 
2d 864 (1961) 31 
*City of Pittsburgh v. FPC, 99 U.S. App. D.C. 113, 237 
F. 2d 741 (1956) 33, 64 
Plains Radio Broadcasting Co. v. FCC, 85 U.S. App. 
D.C. 48, 175 F. 2d 359 (1949) 46 
Saginaw Broadcasting Co. v. FCC, 68 U.S. App. D.C. 
282, 96 F. 2d 554 (1938) 46 
Scenic Hudson Preservation Conf. v. FPC, 354 F. 2d 
608 (2nd Cir. 1965), cert. denied, 384 U.S. 941 
(1966). ....---- nessass mansanasasscosscccts 
Slick Airways v. American Airlines, 107 F. Supp. 199 
(D.N.J. 1951), appeal dismissed, 204 F. 2d 230 
(8rd Cir. 1953), cert. denied, 346 U.S. 806 (1953). 
Timken Roller Bearing Co. v. United States, 341 U.S. 
BQB (1951). ----- ee eee cee eesceeres a5255¢ 


Tri-State Broadcasting Co. v. FCC, 68 U.S. App. 
D.C. 292, 96 F. 2d 564 (1938) 
“United States v. Addyston Pipe & Steel Co., 175 U.S. 
TER AROO ae eee eee: 
United States vy. American Natural Gas Co., 206 F. 
Supp. 908 (N.D. Ill. 1962) 
United States v. Bethlehem Steel Corp., 168 F. Supp. 
576 (S.D.N.Y. 1958) 
United States vy. Borden Co., 308 U.S. 188 (1939) .. 
United States v. Chicago, M., St. P. & P. R.R. Co., 
294 U.S. 499 (1935) ; 
*United States v. E] Paso Natural Gas Co., 376 U.S. 
Gol (1964) cae eee eel 
United States v. First Nat'l] Bank and Trust Co., 376 
U.S. 665 (1964) 
United States vy. General Motors Corp., 384 U.S. 127 
(1965). 
United States v. National Lead Co., 332 U.S. 319 
(C1947) eer eee errr keeeceececccotscecese 
United States v. Pan American Airways, 193 F. Supp. 
18, 31 (S.D.N.Y. 1961) rev'd on other grounds, 
371 U.S. 296 (1963) 
*United States v. Penn-Olin Chem. Co., 378 U.S. 158 
(AE. escreccccetcecctccceesctesccoces 26, 34, 35, 36 
United States v. Penn-Olin Chemical Co., 246 F. 
Supp. 917 (D. Del.), Decision of December 11, 
1967, No. 26, October Term, 1967 
United States v. Philadelphia Nat’] Bank, 374 U.S. 
iva. (GHGS) ancecenacecchosecoccoscccsocosons 
United States v. Radio Corp. of America, 358 U.S. 
334 (1959). 
United States v. Union Pac. R.R., 226 U.S. 61 (1912). 
Universal Camera Corp. v. NLRB, 340 U.S. 474 
(GEEI)\= canancccscoanscemecatonscotcosscenese 
Wisconsin v. FPC, 373 U.S. 294 (1963) 


*Cases chiefly relied upon are marked by asterisks 


IN THE 


United States Court of Appeals 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


o———0———_0 
No. 21,333 


o——_0: 0 


NORTHERN NATURAL GAS COMPANY 
NORTHERN NATURAL GAS TRANSPORTATION 
COMPANY, 

Petitioners, 
vB. 


FEDERAL POWER COMMISSION, 
Respondent, 


GREAT LAKES GAS TRANSMISSION COMPANY, et al., 
Intervenors. 
o———0——0 


BRIEF FOR PETITIONERS 
o——_0———_0 


JURISDICTIONAL STATEMENT 


This is a proceeding upon a petition filed by Northern 
Natural Gas Company and Northern Natural Gas Trans- 
portation Company? to review Opinions Nos. 521 and 521-A 


1 Hereinafter sometimes referred to collectively as the petitioners or 
separately as Northern Natural and Transportation Company, re- 
spectively. Other short titles used herein are: Federal Power Com- 
mission—FPC or respondent; Trans-Canada Pipe Lines, Ltd.—Trans- 
Canada; American Natural Gas Company—American Natural; Great 
Lakes Gas Transmission Company—Great Lakes; Michigan Wisconsin 
Pipe Line Company—Michigan Wisconsin; Michigan Consolidated 
Gas Company—Michigan Consolidated; Midwestern Gas Transmission 
Company—Midwestern. 
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and final orders of the respondent, Federal Power Commis- 
sion, issued in a consolidated competitive proceeding below 
instituted under Section 7, sub-sections (c), (d) and (e) of 
the Natural Gas Act, as amended, Act of February 7, 1942, 
C. 49, 56 Stat. 83. 84, 15 U.S.C. $717f(c), (d) and (e).* 

This court has jurisdiction to review the opinions and 
orders below under the provisions of Section 19(b) of the 
Act. 15 U.S.C. T17f (b). After hearings were held and the 
intermediate decision procedure was omitted, respondent, 
by Opinion No, 521 and accompanying orders issued July 
20. 1967, granted a certificate of public convenience and 
necessity and related authorizations to Great Lakes author- 
izing the construction and operation of natural gas pipeline 
facilities and sales of natural, gas and denied the competi- 
tive, mutually exclusive applications of petitioners (R. 
69390-69422). Petitioners filed a timely Application for 
Rehearing on July 19, 1967 (R. 69425-69475). Respondent’s 
Opinion No. 521-A and accompanying order denying re- 
hearing was issued on August 9, 1967 (R. 69524-69531). 
Within 60 days thereafter—to wit, on October 2, 1967— 
the petition for review was filed in this court. 


o——0: 0 


STATEMENT OF THE CASE 
A. The Parties 


The principal parties involved are: 


Great Lakes Gas Transmission Company, a Delaware 
corporation, owned or to be owned jointly by Trans-Canada 
Pipe Lines Limited and American Natural Gas Company. 

Trans-Canada Pipe Lines Limited, a Canadian natural 
gas pipeline company, which owns and operates the only 


2 The Natural Gas Act is hereinafter cited as “15 U.S.C. —” and is 
sometimes hereinafter referred to as the “Act”, 
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transcontinental Canadian natural gas pipeline system, ex- 
tending from the Province of Alberta through Canada to 
the Provinces of Ontario and Quebec. 

American Natural Gas Company, a public utility holding 
company, which owns two major natural gas distribu- 
tion companies, Michigan Consolidated and Wisconsin Gas 
Company, and one of the largest pipeline companies in the 
United States, Michigan Wisconsin. 

Michigan Consolidated Gas Company, a wholly-owned 
subsidiary of American Natural, which is the largest distri- 
butor of natural gas in Michigan, owning transmission and 
distribution facilities throughout the State. 

Michigan Wisconsin Pipe Line Company, a wholly- 
owned subsidiary of American Natural, which is a natural 
gas pipeline company with pipeline facilities running from 
supply sources in Texas and Louisiana to markets in Wis- 
consin, Illinois, Indiana and Michigan. Michigan Wisconsin 
supplies the major portion of the natural gas requirements 
of the States of Michigan and Wisconsin, including most of 
the requirements of the distribution affiliates of American 
Natural. 

Midwestern Gas Transmission Company, a natural gas 
pipeline company, with pipeline facilities running, in part, 
from the Minnesota-Canadian border at Emerson to the 
middle of Wisconsin. 

Northern Natural Gas Company, a large natural gas 
pipeline company, with pipeline facilities running from sup- 
ply sources in the Southwest to markets in Kansas, Nebras- 
ka, Iowa, South Dakota, Minnesota, Wisconsin, Michigan 
and Illinois. 

Northern Natural Gas Transportation Company, a 
wholly-owned subsidiary of Northern Natural Gas Com- 
pany, which was organized for the purpose of building a 
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pipeline system initially to render a transportation service 

for Trans-Canada and to sell gas to Michigan Consolidated. 
A map is attached as Appendix C showing the existing 

and proposed facilities of these various pipeline systems. 


B. The Independent Great Lakes’ Project and the 
Competitive Projects of Midwestern and 
Michigan Wisconsin 


In December 1964, Great, Lakes, then a wholly-owned 
subsidiary of Trans-Canada, filed applications with respond- 
ent proposing to construct and operate a pipeline and to 
transport large volumes of gas produced in western Canada 
through the United States to enable its parent, Trans-Cana- 
da, to supply the increased natural gas requirements of its 
customers in eastern Canada.? These applications contem- 
plated that Great Lakes would be an independent United 
States pipeline with intentions to sell gas in the United 
States. The December 1964 application stated “Although 
applicant is not by this application seeking authority to 
serve any other customer, it will undertake in the future 
to supply natural gas to pipeline companies, distribution 
systems or other purchasers in the United States which 
desire service within economic distance of the proposed 
facilities . . .” (R. 7383). 

Shortly thereafter, Michigan Wisconsin and Midwestern, 
both of whom operate pipelines within the areas to be tra- 
versed by the Great Lakes’ line, filed applications competi- 
tive with those of Great Lakes (R. 7689-7700; 7558-7570). 

By order issued June 11, 1965, the respondent found 
that the applications of Midwestern and Michigan Wiscon- 
sin were competitive and mutually exclusive with those 


3 An even earlier application filed by Great Lakes in November 1964, 
was rejected for failure to comply with the requirements of re- 
spondent’s regulations. 
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filed by Great Lakes and set the applications for a com- 
parative hearing. 

Before the hearing could be held, Trans-Canada, Great 
Lakes, American Natural and Midwestern made arrange- 
ments to substitute a combination for the existing competi- 
tion among them. On or about August 2, 1965, Great Lakes, 
Michigan Wisconsin and Midwestern filed petitions to with- 
draw their respective applications stating, inter alia, “After 
extended negotiations a revised project has been formulated 
which will be the subject of appropriate applications which 
are now being prepared and will be promptly filed by Michi- 
gan Wisconsin, Great Lakes and Midwestern”. (R. 5654). 
By order of August 6, 1965, respondent authorized the with- 
drawal of these applications. The order recited that the 
three applicants had held further negotiations, as a result 
of which a new project had been devised “which, among 
other things, will eliminate any competitive proceeding as 
between the instant applicants”.* 


C. Combination of Great Lakes, Midwestern 
and the American Natural System 


The former competitors combined and Great Lakes, 
Midwestern and Michigan Wisconsin, on October 15, 1965, 
filed new applications which were interrelated and non- 
competitive. These are the applications which were certifi- 
cated by the respondent. 

Great Lakes was now transformed into a joint venture 
corporation, to be owned half by Trans-Canada and half by 
American Natural (R. 8042-8061). 

The Great Lakes’ joint venture was and is to be governed 
by a “corporate agreement” between its parents giving each 
a veto power over any significant policy or operating de- 


4 See unreported order attached hereto at appendix B. 
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cision of Great Lakes. No significant action can be taken 
by Great Lakes unless it receives unanimous approval of 
its equally divided board of directors. Accordingly American 
Natural and Trans-Canada will have to agree before Great 
Lakes can buy gas or sell gas, or before it can file any appli- 
cation to build any new facilities or to render any new serv- 
ice (R. 8070-8071). 

The Great Lakes’ joint venture would build a 989 mile 
pipeline extending from an interconnection with Trans- 
Canada at Emerson, Manitoba. This new 36-inch diameter 
line would cross Minnesota, northern Wisconsin and the 
upper peninsula of Michigan, cross the Straits of Mackinac 
and continue south to the central Michigan storage fields 
operated by subsidiaries of American Natural and from 
there east to the St. Clair River where another connection 
would be made with Trans-Canada. North of the Straits 
of Mackinac, a 12-inch diameter line would be laid to 
Sault Ste. Marie, Ontario. 

The Great Lakes’ pipeline would be constructed in 
two phases. In the first year, 157 miles of pipeline would 
be built between Michigan Wisconsin’s central Michigan 
storage field area and the St. Clair River delivery point.® 
This line would be used to transport, for the account of 
Trans-Canada, gas purchased by it from Michigan Wiscon- 
sin. In return, Michigan Wisconsin would purchase an 
equivalent volume of gas at Marshfield, Wisconsin from 
Midwestern which, in turn, would purchase the gas for re- 
sale from Trans-Canada at Emerson, Manitoba.® 


5 Phase I facilities are scheduled to be completed and in operation 
on or about December 31, 1967. Construction of the Phase II facilities, 
which constitutes the major portion of the Great Lakes’ line, is 
scheduled for the summer of 1968. 


During the first three years, Great Lakes would also transport, for 
the account of Michigan Consolidated, gas received from Michigan 
Wisconsin’s central storage area for injection in Michigan Con- 
solidated’s Belle River Mills storage field near Detroit. 


° 
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In the second year, 832 miles of pipeline would be con- 
structed by Great Lakes between Emerson, Manitoba and 
the central Michigan storage area, as well as the lateral to 
Sault Ste. Marie. In that year, Trans-Canada would reduce 
its purchases from Michigan Wisconsin and Great Lakes 
would transport gas, for Trans-Canada’s account, from 
Emerson to the two Ontario delivery points at Sault Ste. 
Marie and the St. Clair River. Great Lakes, at the same 
time, would also commence the sale of gas to Michigan Con- 
solidated for resale in the upper peninsula of Michigan and 
for injection in the Belle River Mills storage field. 

Beginning with the third year Trans-Canada would 
stop purchasing gas from Michigan Wisconsin and Michi- 
gan Consolidated would increase its purchases from Great 
Lakes. Other increases in purchases from Great Lakes would 
be made by Michigan Consolidated in the fourth and fifth 
years. From the third year on, the volumes of gas pur- 
chased by Michigan Wisconsin from Midwestern at Marsh- 
field, Wisconsin would be absorbed into the Michigan Wis- 
consin system rather than resold to Trans-Canada. 

The Great Lakes’ project encompasses a five-year con- 
struction program. Construction in the third, fourth and 
fifth years consists of additional compression installed at 
various points on the Great Lakes’ line. In the fifth year, 
Great Lakes would transport, for Trans-Canada, a total of 

77,000 Mcf per day, the major portion of which would be 
redelivered to Trans-Canada at the St. Clair River delivery 
point. Great Lakes would also sell a maximum of 57,000 
Mef per day to Michigan Consolidated at the delivery points 
previously indicated. 


D. The Petitioners’ Competitive Applications 


Petitioners’ competitive applications were filed on De- 
cember 30, 1965. Although these applications proposed pre- 
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cisely the same services by Transportation Company as 
were proposed by Great Lakes for Trans-Canada and Michi- 
gan Consolidated, there is no similarity to the Great Lakes’ 
project in the location of the facilities proposed in Trans- 
portation Company's applications.? Transportation Com- 
pany's pipeline would traverse much more highly populated 
and highly industrialized areas than would be traversed 
by Great Lakes. The new facilities proposed by Transporta- 
tion Company could be built at a great savings in both in- 
vestment and operating costs, resulting in substantially 
lower rates than those proposed by Great Lakes. 

Great Lakes estimated a construction cost of $211,- 
700,000 and a cost of service, including return, of $35,- 
044,000 in the fifth year (R. 4477; 4392).® Petitioner, Trans- 
portation Company, demonstrated a construction cost of 
$185,295,000 and a cost of service, including return, of 
$31,451,000 (R. 5158; 5370). Transportation Company’s 
lower rates would mean an annual savings of $3,300,000 to 
Trans-Canada and an annual savings to Michigan Consoli- 
dated of $877,000, even assuming the correctness of the 
Great Lakes’ cost estimates (R. 5363) .° 

The basis of these cost savings was the utilization of 
the existing system of Northern Natural to effect a large 
volume exchange-displacement of gas between Canadian and 
United States sources of supply. This exchange would en- 
able Transportation Company to render the same services 
proposed by Great Lakes with less construction of expensive 
36-inch diameter pipeline. 


7 See map attached at Appendix C. 


8 As will be discussed below, petitioners established that Great Lakes’ 
estimates of construction cost and cost of service were grossly under- 


stated. 
9 Duwue to certain minor cost of service adjustments, the net annual 
Saving to Michigan Consolidated is $355,000 (R. 6207). 
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Transportation Company's pipeline would also be con- 
structed in two steps. In the first year, 214 miles of 36-inch 
diameter line would be built from a connection with Michi- 
gan Wisconsin at Niles. Michigan to the St. Clair River and 
would be used to transport, for Trans-Canada, gas pur- 
chased by Trans-Canada from Michigan Wisconsin.?° 

In the second year, 702 miles of 36-inch pipeline would 
be constructed by Transportation Company in two segments, 
one between a connection with Trans-Canada at Emerson 
and a connection with Northern Natura] at Sandstone, 
Minnesota, just north of Minneapolis, and the other from 
another connection with Northern Natural at Ogden, Iowa 
throvgh the states of Iowa, Illinois and Indiana and con- 
necting with the western terminus of the first year facilities 
at Niles, Michigan, thus completing the major connecting 
link with Trans-Canada. Also during the second year, Trans- 
portation Company would build 186 miles of 12-inch line 
from a connection with Northern Natural’s existing line in 
the upper peninsula of Michigan near Republic to Sault Ste. 
Marie, Ontario. Construction in the third, fourth and fifth 
years would consist of additional compression facilities in- 
stalled at various points on Transportation Company's lines. 

Transportation Company would begin receiving gas from 
Trans-Canada at Emerson in the second year and commence 
rendering service directly to Trans-Canada and Michigan 
Consolidated in the same manner as proposed by Great 
Lakes, including all of the intermediate services which de- 
pend upon the related services to be provided by Midwestern 
and Michigan Wisconsin. Petitioners’ proposal required no 
change in the Midwestern proposal. The only change re- 
quired in Michigan Wisconsin’s proposal to effectuate peti- 
tioners’ project would be a relocation of a delivery point from 


10 During the first three years, this line would also transport gas re- 
ceived from Michigan Wisconsin for the account of Michigan Con- 
solidated for injection into the latter’s Belle River Mills storage field. 
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Michigan Wisconsin's storage field in central Michigan to 
a proposed delivery point at Niles, Michigan where Trans- 
portation Company's line would cross the existing pipeline 
favilities of Michigan Wisconsin. This minor modification 


would entail no impact on the services provided by Michigan 
Wisconsin or on its costs (R. 1671-1672). 

Under petitioners’ project. gas received at Emerson 
would be delivered to Northern Natural at Sandstone just 
north of Minneapolis. Northern Natural would accept de- 
livery of all of the Canadian gas at this point and utilize it 
to serve the requirements of its customers from Minneapolis 


north to the terminus of its present facilities in Minnesota 
and the upper peninsula of Michigan as well as to redeliver 
a relatively small quantity of gas to Transportation Com- 
pany for sale to Michigan Consolidated in the eastern por- 
tion of the upper peninsula and for transportation, for the 
account of Trans-Canada, to Sault Ste. Marie, Ontario, In 
exchange for Transportation Company's delivery of Canadian 
gas into Northern’s system near its Minneapolis-St. Paul 
load center, Northern Natural would deliver an equal volume 
of United States produced gas to Transportation Company 
at Ogden, Iowa less the small volume of gas delivered to 
Transportation Company at Republic in the upper peninsula 
of Michigan. 

The proposed exchange would enable Northern Natural 
to reduce its cost of transporting and delivering gas to its 
customers. Northern Natural demonstrated that in the ab- 
sence of the exchange it would be required during the next 
five years to build $29,882,000 of new facilities to serve its 
market growth, With the exchange, Northern Natural would 
be able to serve the same market growth by building only 
$14,577.000 of new facilities, a savings in new investment 
cost of over $15,000,000, which, would result in a concomit- 
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ant saving in transportation cost to its customers of over 
$3,000,000 annually (R. 5015; 5314). 

The exchange also would have an additional advantage 
to Northern Natural and its customers of great cost saving 
significance. When the requirements of Northern Natural’s 
system from Minneapolis north are physically supplied with 
Canadian gas and United States gas is displaced at Ogden, 
Ia. for transportation to the St. Clair River, at least 465,000 
Mcf per day of presently installed capacity on the Northern 
Natural system between Ogden and Minneapolis-St. Paul 
is released and would be available to provide additional ser- 
vice to Northern Natural’s existing customers at virtually 
no additional cost (R. 5019). 


E. The Combination’s Boycott of Petitioners 


Shortly after the filing of petitioners’ applications, a 
joint motion to dismiss was filed by Great Lakes and Trans- 
Canada (R. 62809-62831). Assuming the role of spokesman 
for the group, those companies declared that neither Trans- 
Canada, Michigan Wisconsin, Michigan Consolidated, nor 
Midwestern was willing to participate in petitioners’ pro- 
ject or to sell gas to or buy gas from petitioners (R. 62811- 
62812). The motion asserted that petitioners’ project had 
neither gas supply nor market and had “no possibility of 
obtaining either’ (R. 62815). Menacing the whole proceed- 
ing, the motion asserted that “no action by this Commission 
could result in consummation of the Northern proposal.” (R. 
62815). 

Thereafter, Michigan Wisconsin and Michigan Consoli- 
dated dutifully filed concurrences in the motion to dismiss, 
substantiating Trans-Canada’s earlier assertions as to their 
unwillingness to deal with petitioners (R. 62836-62850) . 
Michigan Wisconsin declared that it was willing to pur- 
chase additional Canadian gas from Midwestern, and Michi- 
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gan Consolidated declared that it was willing to purchase 
additional Canadian gas for its own market “only on the 
basis of the Great Lakes’ project as now proposed” (R. 
62845). 


F. Comparative Proceedings Before Respondent 


Respondent denied the motions to dismiss, accepted peti- 
tioners’ applications for filing and proceeded to hold a hear- 
ing on the competitive and mutually exclusive applications 
(R. 61357). 

During the proceedings. another alternative proposal 
was proposed by the respondent's staff (R. 67837-67850; 
67863-67870). Under the staff project, Midwestern would 
receive all of the gas from Trans-Canada at Emerson and 
transport and deliver the major portion of such gas to North- 
ern Natural at a connection with Northern Natural north 
of Minneapolis-St. Paul and deliver the remainder of such 
gas to Michigan Wisconsin at Marshfield, Wisconsin. North- 
ern Natural would extend its present facilities in the upper 
peninsula of Michigan to enable it to sell gas to Michigan 
Consolidated and to transport gas, for the account of Trans- 
Canada, to Sault Ste. Marie, Ontario. In addition, Northern 
Natural would enlarge its facilities between Ogden, Iowa and 
the existing connection with Michigan Wisconsin at Janes- 
ville, Wisconsin and Michigan Wisconsin would build a large 
diameter pipeline from Niles, Michigan to the St. Clair River. 
These latter facilities would enable Northern to deliver to 
Michigan Wisconsin and Michigan Wisconsin to deliver to 
Trans-Canada gas produced in the United States to enable 
Trans-Canada to meet the increased requirements of its 
customers in southern Ontario. 

The staff alternative was based on its conviction that 
no project related to the transportation of western Canadian 
gas to eastern Canada through the United States would be 
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in the public interest of United States consumers in the 
absence of a large scale exchange of gas on the Northern 
Natural system, which would provide the customers of North- 
ern Natural annual savings in excess of $3,000,000 (R. 
67836) ; that Trans-Canada’s predictions regarding future 
market potential in eastern Canada were questionable and 
that such growth could be met more economically by expand- 
ed use of existing pipeline facilities (R. 67839); and that 
the customers of Midwestern and Michigan Wisconsin would 
obtain rate reductions as a result of increased participation 
of these companies in the transportation services to be ren- 
dered for Trans-Canada (R. 67846). The staff alternative 
would have a lower investment cost than either of the other 
projects and would provide Trans-Canada substantial rate 
savings when compared with the Great Lakes’ project 
(R. 68838). 

The respondent’s staff took the position that Great Lakes 
could not be certificated even in the absence of an alterna- 
tive because Great Lakes, as proposed, was not economically 
feasible and would provide no benefits to United States 
consumers (R. 3649). 


G. The FPC Opinions 


By Opinion No. 521, the respondent certificated the 
Great Lakes’ project, denied petitioners’ project, and reject- 
ed the proposal of its staff. Its decision was reaffirmed 
on rehearing by Opinion No. 521-A. 


o-——_0——_0 


STATUTES INVOLVED 
The statutes involved in this proceeding are: 


Sections 4, 5, 7(c) and 7(e) of the Natural Gas Act 
Sections 1 and 2 of the Sherman Anti-Trust Act 
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Section 7 of the Clayton Act 
Section 8(b) of the Administrative Procedure Act. 


The pertinent parts of these Sections are set out in full 
in Appendix A. 
o———o 0 


STATEMENT OF POINTS 


1. Respondent erred in issuing a certificate of public 
convenience and necessity to applicants which had engaged 
in unlawful conduct by eliminating competition among those 
applicants, dividing markets among those applicants and 
combining to foreclose competitors from access to natural 


fas supplies and markets and in ignoring the evidence of 
these serious violations of the antitrust laws having a direct 
and adverse effect on the competition involved in its pro- 
ceedings. 

2. Respondent erred in determining that there would 
be no substantial anticompetitive consequences in certificat- 
ing a joint venture pipeline which combined competitive 
pipelines and captive distribution utilities having the result 
of eliminating actual and potential competition, preempting 
natural gas supplies and markets, and foreclosing others from 
competition. 

3. Respondent erred in determining that the public 
interest requires certification of a pipeline owned jointly 
by two large natural gas systems with conflicting interests, 
each system having a veto power over the future actions of 
the certificated pipeline. 

4. Respondent erred in failing to make a proper comn- 
parative analysis of the competitive and mutually exclusive 
proposals presented in this case as required by Section 8(b) 
of the Administrative Procedure Act and this Court's deci- 
sion in Johnston Broadcasting Co. v. FCC, 85 U.S., App. 
D.C. 40, 175 F. 2d 351. : 
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5. Respondent failed to articulate with any degree of 
clarity, particularly as respects the removal of the Canadian 
import duty, the true reasons for its decision to certificate 
the Great Lakes’ project and to deny petitioners’ project. 

6. Respondent erred in making no findings whatsoever 
respecting savings of over $3,000,000 annually which only 
petitioners’ and the respondent’s staff's exchange-displuce- 
ment proposals would provide for United States consumers 
served from the Northern Natural system. 

7. The respondent’s finding that the Great Lakes’ cost 
of service “should not exceed $35,000,000” annually is not 
supported by substantial evidence and is erroneous. Re- 
spondent did not consider substantial evidence to the con- 
trary but acted arbitrarily and capriciously in accepting 
Great Lakes’ cost estimate. 

8. Respondent erred in finding that the Great Lakes’ 
project was economically feasible and would provide bene- 
fits to United States gas consumers. 

9. Respondent erroneously found that it would have 
to assign or allocate costs to petitioners’ cost saving exchange 
proposal and arbitrarily concluded that petitioners’ cost of 
service was “understated” and that the annual savings of 
$3,300,000 to Trans-Canada and $355,000 to Michigan Con- 
gsolidated inherent in petitioners’ exchange project would be 
“but short run”. 

10. Respondent erred in concluding that only the Great 
Lakes’ project offers cheap expansibility. This conclusion 
resulted from respondent’s failure to consider petitioners’ 
evidence regarding the cheap expansibility of petitioners’ 
project and from respondent’s unsupported and erroneous 
finding that, unless Northern Natural’s system market 
growth north of Ogden, Iowa “paralleled” the increasing 
gas requirements of Trans-Canada, Northern Natural would 
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have to build additional facilities in order to transport “ex- 
cessive” Canadian gas south to Ogden. 

11. Respondent erred in failing to consider petitioners’ 
evidence and to make comparative findings with respect to 
numerous significant issues, including: 


(a) The relative magnitude of the potential future 
United States markets in the different areas to be 
traversed by the proposed pipelines; 

(b) The relative advantages of the competitive projects 
in terms of national security and other emergencies; 
and 

(c) The relative abilities of the competitive projects to 
assure the most efficient utilization of the natural 
gas energy resources of the North American con- 
tinent. 


Respondent considered only the evidence introduced by 
Great Lakes on these issues or merely stated unsupported 
conclusions favorable to Great Lakes. 


————0 > 


SUMMARY OF ARGUMENT 
L 


In a comparative proceeding the FPC is to examine the 
advantages and disadvantages of the various applications 
before it, to weigh their respective merits and demerits and 
finally to choose, on the basis of substantial evidence of 
record and free of external restraint, that application 
which will best serve the public convenience and necessity. 
The comparative proceeding is the essence of competition 
in the natural gas industry. 

When collusive or coercive conduct affects the initiation 
or consummation of matters that come before the regulatory 
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authority or the substance of matters that are before the 
agency, that conduct, in the context of a comparative pro- 
ceeding, is affecting competition. 

In this case, the FPC’s power to choose between the 
competitive and mutually exclusive applications of Michigan 
Wisconsin—Midwestern and Trans-Canada—Great Lakes 
was destroyed when these companies determined that they 
would eliminate their existing competition and divide the 
market among themselves. 

And, when the Commission was again offered a choice 
upon the filing of petitioners’ applications, the members of 
the combination invoked the power of their control cver 
supplies and markets to boycott petitioners and to threaten 
that certification of petitioners’ project would be a nullity. 

Boycotts, combinations to eliminate competition and 
divisions of markets are types of anticompetitive conduct 
to which the law attaches such opprobrium that the statu- 
torily proscribed effect on competition is presumed. Hence, 
when competition for certification under the Natural Gas 
Act is restrained by a per se violation of the Sherman Act, 
certification of the perpetrators of the restraint is outlawed. 

The error of the FPC is compounded by the fact that 
the FPC did not even mention in its decisions the antitrust 
violations which infected its proceedings. The failure of the 
FPC to consider those violations in reaching its decision, 
of itself, compels reversal. 


II. 
As an essential part of its inquiry into the dictates of 


the public convenience and necessity, the FPC was required 
to determine whether the certification of the Great Lakes 
project would have a reasonable probability of substantially 
lessening competition. 

The FPC purported to make such a determination. But 
it found only that certification of the Great Lakes project 
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might possibly increase competition between a certificated 
Great Lakes’ project and Northern Natural at some indeter- 
minate point in the future. Solely on the basis of that find- 
find of a supposed pro-competitive contribution by the Great 
Lakes combination, but without any attention at all to its 
substantial anti-competitive consequences, the FPC declared 
that the Great Lakes’ joint venture would not tend sub- 
stantially to lessen competition. 

This lop-sided view of the Great Lakes combination’s 
competitive consequences affronts the legal norms required 
to be applied in analyzing competitive effects. 

The FPC failed to take account of the fact that the 
formation of the joint venture has already eliminated the 
substantial competition which once existed between Trans- 
Canada—Great Lakes and American Natural—Midwestern. 

Compounding its error, the FPC did not weigh the com- 
petitive consequences of Great Lakes as a horizontal com- 
bination of two large natural gas systems and a vertical 
combination attaching to itself the largest distribution utili- . 
ties in the areas concerned. Because of the vast resources 
of the parent companies, the geographical location of their 
existing interests and their control over gas supplies and 
markets, their combination in Great Lakes tends substantial- 
ly to lessen competition. 

The Great Lakes combination has a substantial adverse 
effect on the import, transportation and marketing of Ca- 
nadian gas in the United States by giving American Natural 
effectively a preemptive call on that gas and negative con- 
trol over its disposition to others; on United States ex- 
ports of natural gas to Canada by effectively eliminating 
American Naturals rivalry in that market; on the trans- 
portation and sale of United States gas in the United States 
by giving the American Natural system a proprietary interest 
in Canadian gas supplies of Great Lakes; and on the trans- 
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portation and sale of natural gas in the United States and 
to Canada by eliminating the actual and potential competi- 
tion of Trans-Canada—Great Lakes and the American Nat- 
ural system. 


Til. 


The FPC determined that the public convenience and 
necessity required certification of a combination, the very 
structure of which augurs corporate stalemate and regula- 
tory chaos. 

The parents of Great Lakes are powerful natural gas 
systems with distinct supply and marketing involvements. 
Inevitably their joint operation of Great Lakes will affect, 
and be affected by, their separate interests in markets and 
supply areas widely divergent in structure and economics. 

The self-interests of the parents’ point in different 
and frequently opposite directions. One is a buyer, the other 
a seller; one has an obligation to Canada, the other to the 
United States. It is apparent, therefore, that internal con- 
flict is inevitable. Yet each is given a veto power over every 
significant action of Great Lakes. 

Great Lakes is thus inherently incapable of the inde- 
pendent action required for proper discharge of its responsi- 
bilities as a regulated natural gas company. It may not 
even be able to act at all on crucial matters affected by the 
divergent interests of the controlling corporations. 


IV. 

Respondent had the plain duty in this proceeding to 
cast a critical and impartial eye upon the evidence and con- 
tentions regarding the three competitive proposals before it 
and to make basic findings of fact, after a thorough and 
complete examination of all of the evidence, pro and con 
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each proposal. It did not do this. Instead, the evidence and 
contentions of Great Lakes were viewed uncritically and 
given even more than face value by respondent. At the same 
time, the evidence and contentions in support of petitioners’ 
proposals and the staff's proposal, as well as the evidence 
adverse to Great Lakes, were viewed hypercritically or ig- 
nored entirely. As a result respondent failed to make a 
proper comparative analysis of the competitive projects as 
required by law. 

The respondent ignored substantial evidence of record 
which demonstrated that Great Lakes had grossly under- 
stated its investment cost in its facilities and had also 
grossly understated its cost of service. It ignored other sub- 
stantial evidence that Great Lakes’ proposed sale to Michigan 
Consolidated was contrary to the public interest. Even if the 
understatement of Great Lakes’ costs is disregarded, 
the record still shows that the proposed rate for that sale was 
at least 1 cent per Mcf higher than the comparable rate pro- 
posed by petitioners and at least 4 cents per Mcf higher than 
the price at which Michigan Consolidated could purchase an 
equivalent volume of gas from either of its present pipeline 
suppliers, Michigan Wisconsin or Panhandle Eastern Pipe 
Line Company. Respondent failed to give consideration to 
the fact that Michigan Consolidated agreed to purchase 
higher cost gas from Great Lakes only because its parent, 
American Natural, had acquired a 50 per cent ownership 
interest in Great Lakes. 

A. Agreeing with the Great Lakes group, the respond- 
ent weighed heavily against petitioners’ proposal the $6,749,- 
000 per year Canadian import duty which respondent in 
Opinion No. 521 assumed would be levied against Trans- 
Canada under petitioners’ proposal, and concluded that the 
import duty would have such an adverse effect on eastern 
Canadian market growth that petitioners had failed to make 
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an adequate market presentation. On rehearing, with the 
import duty removed, as predicted by petitioners, the re- 
spondent stated the import duty was not “critical” to its 
determinations. Respondent’s failure to state how the re- 
moval of the greatest single comparative obstacle to peti- 
tioners’ proposal affected its final determinations dramatic- 
ally demonstrates its failure to state with clarity the basis 
for its conclusion. 

B. Although respondent stated that it recognized that 
cost-saving benefits are intrinsic to an exchange transaction, 
respondent ignored, made no findings respecting and gave 
no weight to the undisputed evidence that petitioners’ ex- 
change proposal would result in a savings to United States 
consumers served from the Northern Natural system of 
$3,100,000 per year. The same benefits were inherent in its 
Staff's proposal. Respondent’s failure to recognize or to 
deal with these savings lies at the heart of its failure to 
make a proper comparative analysis of the competitive pro- 
jects before it. 

C. (i.) In finding that the Great Lakes’ cost estimates 
were reasonable, respondent failed to consider evidence 
showing that the cost estimates prepared by the witness 
primarily and directly responsible therefor were erroneous. 
Respondent also either misconstrued or ignored entirely 
petitioners’ evidence demonstrating that the construction 
estimate prepared by Great Lakes’ sponsoring witness was 
understated by $20,500,000 and that its cost of service esti- 
mate was understated by $2,741,000. Such evidence was 
clearly substantial and respondent erred in failing to con- 
sider it, Absent such consideration by respondent, no valid 
comparative analysis of costs and rates was possible. 

Respondent also erred in refusing to consider the best 
evidence available to it during the course of the hearing re- 
lating to the Great Lakes’ cost estimates. Respondent er- 
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roneously refused to direct that bids received from con- 
tractors for the construction of Phase I of its project be 
put in evidence. 


C. (ii) Moreover, respondent arbitrarily adopted an 
erroneous and unduly narrow view of its own power and 
authority to regulate rates under the Act solely for 
the purpose of enabling respondent in this case to find 
incorrectly that petitioners’ admittedly lower cost ex- 
change-displacement project would not provide lasting 
benefits to Trans-Canada and Michigan Consolidated. In 
evaluating petitioners’ costs and rates, respondent completely 
ignored the fact that the customers of Northern Natural 
would save at least $3,100,000 per year under petitioners’ 
proposal and that these savings would eliminate any reason 
or justification in an unspecified future rate case, either to 
assign Northern Natural’s incremental costs or to allocate 
any portion of its system costs to Transportation Company. 

If the cost savings to the customers of Northern 
Natural had been recognized by respondent, as indeed 
they should have been, respondent would have been com- 
pelled to deny the Great Lakes’ project and to certificate 
petitioners’ project, or to deny both projects if the respondent 
found that the Staff's proposal, or any modification thereof, 
was best designed to protect and further the public interest 
of United States gas consumers. 


D. Respondent erred in concluding that only the Great 
Lakes’ project offers cheap expansibility. This conclusion re- 
sulted from respondent’s failure to consider petitioners’ evi- 
dence regarding the cheap expansibility of petitioners pro- 
posal and from respondent’s unsupported and erroneous 
finding that, unless Northern Natural’s system market 
growth north of Ogden, Iowa “paralleled” the increasing 
gas requirements of Trans-Canada, Northern Natural would 
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have to build additional facilities in order to transport “ex- 
cessive” Canadian gas south to Ogden. 

E. Respondent erred in failing to consider petitioners’ 
evidence and to make comparative findings with respect to 
(a) the relative magnitude of the potential future United 
States markets in the different areas to be traversed by the 
proposed competitive pipelines, (b) the relative advantages 
of the competitive projects for national security and other 
emergencies, and (c) the relative abilities of the competitive 
projects to assure the most efficient utilization of the natural 
gas energy resources of the North American continent. Re- 
spondent erroneously considered only the evidence intro- 
duced by Great Lakes on these issues or merely stated un- 
supported conclusions favorable to Great Lakes. 


o-——_0——0 


ARGUMENT 


When there is a direct and adverse effect on com- 
petition resulting from unlawful anti-competitive 
conduct of a group of applicants affecting an ad- 
ministrative proceeding, a valid certificate of public 
convenience and necessity under the Natural Gas 
Act cannot be issued to such applicants. 


A. The certificated applicants engaged in unlawful 
anti-competitive conduct by (i) agreeing among 
themselves not to compete; (ii) agreeing among 
themselves to divide markets; and (iii) engag- 
ing in a group boycott against a competitive 
applicant to the FPC. 

(i) Agreement among competitors not to com- 
pete. 
Prior to the formation of the combination which ultimate- 
ly came before the FPC as the Great Lakes’ project, Trans- 
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Canada—Great Lakes and American Natural—Midwestern 
were engaged in actual competition. The two groups had 
presented alternative projects for choice by the regulatory 
authority. 

That actual competition was prompted by the threat of 
future competition. The new line contemplated, by Trans- 
Canada was designed with a capacity greatly in excess of the 
present or immediately foreseeable requirements of eastern 
Canada, and Trans-Canada, therefore, through Great Lakes, 
planned to market some of the Canadian gas in the United 
States.7? 

As a result of this United States marketing potential, 
two of the existing pipelines in the affected areas, Michigan 
Wisconsin and Midwestern, opposed the original Great 
Lakes’ project with an alternative and competitive project 
of their own.!? 

Before the regulatory agency could deal with the com- 
petition which had been projected to it, the parties agreed 
to eliminate their competition and to substitute a combined 
project that would allow Trans-Canada—Great Lakes to 


11 The extent of that competitive potential is shown by Great Lakes’ 
original application of November, 1964, when, as an independent pipe- 
line, it projected as a likely market for it in the United States 93 com- 
munities, 4 major iron ore producing areas, an extensive pulp and 
paper industry and public and privately-owned power generating 
plants. It estimated that it would be able to deliver into the United 
States gas in such quantity that it would produce revenues of more 
than $23,000,000 a year. The markets which it proposed to serve from 
its independent pipeline were located in the States of Minnesota, 
Wisconsin and Michigan and included markets for which Midwestern 
or the American Natural system would also be logical contenders. 


In its intervention petition in opposition to the independent Great 
Lakes’ application, Michigan Wisconsin asserted that the proposed 
Great Lakes’ facilities would duplicate existing pipeline facilities in 
the United States and that “it is apparent that Great Lakes regards 
Michigan Wisconsin as a potential competitor ...” The Midwestern 
intervention petition declared that “Great Lakes admittedly will be a 
competitor of Midwestern.” 
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build the pipeline without impinging on the preserves of 
the American Natural system and Midwestern. 

This group action was effected at the cost of ending 
the independent life of Great Lakes, making its erstwhile 
competitor its owner and its customer. The combined pro- 
ject contemplates that Great Lakes will be a joint venture 
owhed equally by Trans-Canada and American Natural and 
that the United States service of Great Lakes will be di- 
rected to meeting demands of components of the American 
Natural system (R. 68863). 

The staff of the FPC has thus described this scheme: 


“The full consideration for American Natural’s 50% 
participation in the newly formed Great Lakes Gus 
Transmission Company was, as heretofore asserted, not 
merely the $10,000 subscription price. A condition pre- 
cedent was the withdrawal of Michigan Wisconsin's ap- 
plication which constituted the competitive threat to the 
Great Lakes application. Nor would Trans-Canada have 
agreed to American Natural’s 50% ownership in Great 
Lakes if the proposed sales to Michigan Consolidated 
were not included, for those sales added an economic 
sweetening to the project which it previously lacked. 
Thus the consumers of Michigan Wisconsin and Michi- 
gan Consolidated, to whom service could be rendered 
more readily and more economically through the com- 
bined American Natural System, are the sacrificial 
pawns by which American Natural received (1) half 
ownership in Great Lakes and (2) Midwestern’s quiet 
acquiescence in the withdrawal of their joint competi- 

) tive proposal.” (R. 67823-67824). (References and foot- 


note omitted). 
(ii) Division of markets among actual and po- 
tential competitors. 
The effect of the elimination of competition between 
the competitors did not end with the withdrawal of the 
competitive applications. 
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By linking the principal competitors in a joint venture 
the parties have so arranged their affairs that no meaning- 
ful competition can ever exist between Trans-Canada— 
Great Lakes and the American Natural system. The Supreme 
Court has foreseen that parents will not compete with their 
progeny, United States v. Penn-Olin Chemical Co., 378 U.S. 
158, 169. 

Under the original, independent Great Lakes proposal, 
Great Lakes, if certificated, would have been a potential 
supplier of gas to pipelines, distribution utilities and other 
customers in the United States within economic distance 
of the proposed facilities. Great Lakes so announced its 
United States marketing intentions in its two independent 
proposals to the FPC (R. 7382-7384). 

If the competitive proposal of American Natural— 
Midwestern had been certificated, Trans-Canada—Great 
Lakes would still have remained as a probable future appli- 
cant for service to the upper middle west. Also, the Ameri- 
can Natural system would have been a logical future con- 
tender for gas service to areas served or to be served by 
Trans-Canada—Great Lakes, both in the United States and 
Canada. 

But the parties themselves have made it clear that they 
intend no competition between the American Natural system 
and Trans-Canada—Great Lakes. The future Great Lakes 
is no longer visualized as an independent supplier of gas 
to pipelines, distribution systems and other customers with- 
jn economic reach of the line. Instead, its announced United 
States marketing function is now to supply its former com- 
petitor, the American Natural system. The parties thus 
described the combination’s aspirations for Great Lakes: 


“The Great Lakes’ project, in short, was tailored 
expressly to meet the present and long-term needs of 
the two systems, Trans-Canada and American Natural, 
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which together have committed themselves to take every 
cubie foot of gas covered by Great Lakes’ application 
in this proceeding.” (R. 68863). 


And further: 


“, . . Joint ownership of Great Lakes will enable 
American Natural to insure that vigorous efforts will 
be made to provide increased gas supplies from western 
Canada and that such supplies will be made available 
to meet the growing requirements of the American 
Natural system.” (R. 62846). 


At the same time that the combination has made gas 
imported from Trans-Canada the exclusive preserve of the 
American Natural system, it has also foreclosed competition 
by the American Natural system in the export of gas from 
the United States to Canada. The location of the American 
Natural system makes it a logical exporter of gas to eastern 
Canada. Indeed, American Natural had projected itself as 
an exporter in its independent application to the FPC. But 
with Trans-Canada and American Natural now in partner- 
ship in Great Lakes, it is doubtful in the extreme that there 
would ever be any American Natural export activity witb- 
out the leave, and probably the participation, of Trans- 
Canada. 


(iii) Group boycott. 


Thus American Natural and Trans-Canada—Great 
Lakes eliminated all existing competition, and all prospect 
of future competition, between themselves. They then pro- 
ceeded to try to eliminate all other competition as well, by 
meeting the petitioners’ competitive proposal with a con- 
certed refusal to deal. 

Great Lakes and Trans-Canada declared: Trans-Canada 
would not deliver Canadian gas to petitioners; Trans-Cana- 
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da would not purchase gas from petitioners; Michigan Wis- 
consin would not purchase gas from Midwestern under peti- 
tioners’ proposal; Michigan Wisconsin would not deliver dis- 
placement gas to petitioners; Michigan Consolidated would 
not purchase gas from petitioners; and Midwestern would 
not participate in petitioners’ project (R. 62811-62812). 

In short, Trans-Canada and Great Lakes declared that 
“no action by this Commission could result in consummation 
of the Northern proposal.” (R. 62815). Thus, private parties 
subject to FPC regulation made it plain that they would take 
action to undermine the FPC’s power of independent deter- 
mination as to which of the competing applications best met 
the requirements of the public interest. 

The existence of the boycott subsequently was con- 
firmed by Michigan Wisconsin and Michigan Consolidated 
(R. 62846). 


B. Thecertificated combination’s conduct restrained 
competition, including competition for FPC 
certification. 

The main competitive arena of the regulated natural 
gas industry is the comparative proceeding of the FPC. 
Competition, in the sense of sellers challenging one another 
for markets, exists in the natural gas transmission industry 
fundamentally in the comparison of rival applications in 
proceedings before the Federal Power Commission. 

The sensitive mechanism for weighing the relative 
merits of two rival pipeline projects in a comparative agency 
proceeding is distorted if it is affected by concerted private 
action which qualifies or conditions the vitality of the com- 
petitive process. If one set of applicants, for example, seeks 
to foreclose a competitive applicant from a gas supply or a 
market necessary to the implementation of its application, 
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the disfavored applicant’s competitive position is adversely 
affected. 

The possibility of distortion of the competitive process 
before a regulatory agency has been one of the reasons courts 
have applied the Sherman Act to regulated. industries. 
The courts have recognized that anti-competitive conduct 
can affect what comes before an agency and what happens 
to it after it is there. See, e.g., United States v. American 
Natural Gas Co., 206 F. Supp. 908 (N.D. IIl.). 

The courts have made it clear that since the scope of 
regulation leaves a preserve to private initiative, the anti- 
trust laws require that the members of the regulated industry 
retain their freedom of action. The fact of regulation does 
not permit the substitution of the coercive influences of 
group action for the freedom of action mandated by the 
antitrust laws. United States v. Radio Corp. of America, 
358 U.S. 334, 350-351; Georgia v. Pennsylvania R.R., 324% 
U.S. 489, 485-9; United States v. Borden Co., 308 U.S. 188; 
Slick Airways v. American Airlines, 107 F. Supp. 199 
(D. N.J.), appeal dismissed, 204 F. 2d 230 (3rd Cir.), cert. 
denied, 346 U.S. 806. 

Thus, arrangements between regulated companies have 
been struck down when they affect the freedom of the group’s 
members individually to propose rates, Georgia v. Pennsyl- 
vania R.R., 324 U.S. 439 (1945); when they give one com- 
petitor the right to determine the customers and territory 
to be served by another, Pennsylvania Water & Power Co. 
v. Consolidated Gas, Elec. Light & Power Co., 184 F. 2d 552 
(4th Cir.), cert. denied, 340 U.S. 906; and when they restrict 
the freedom of individual utilities to compete with others, 
Consolidated Gas, Elec. Light & Power Co. v. Pennsylvania 
Water & Power Co., 194 F. 2d 89 (4th Cir.). 

The long experience of courts in dealing with the law 
and practicalities of trade restraint has led to the perception 
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that certain agreements or practices have such pernicious 
effects on competition, and so lack any redeeming virtue, 
they must be automatically proscribed. Such agreements and 
practices are conclusively presumed to be unreasonable and 
therefore illegal without elaborate inquiry as to the precise 
harm they have caused or the business excuse advanced for 
their use. Northern Pac. Ry. v. United States, 356 U.S. 1, 5. 

Among the practices which the courts have deemed 
to be unlawful in and of themselves are agreements which 
eliminate significant competition between actual competitors, 
United States v. First Natl Bank and Trust Co., 376 U.S. 
665; agreements to divide markets, United States v. Addy- 
ston Pipe & Steel Co., 175 U.S. 211; United States v. Nation- 
al Lead Co., 332 U.S. 319; and group boycotts, Fashion Orig- 
inators’ Guild v. FTC, 312 U.S. 457. 

Thus, group boycotts or concerted refusals to deal have 
long been held to be per se unlawful. “They have not been 
saved by allegations that they were reasonable in the specific 
circumstances .. .” Klors’ Inc. v. Broadway Hale Stores, Inc., 
$59 U.S. 207, 212. Elimination, by joint collaborative ac- 
tion, of competitors from access to the market “is a per se 
violation of the Act”. United States v. General Motors Corp., 
384 U.S. 127, 145. 

When the restraint takes the form of an elimination of 
competition among competitors or a division of markets 
between competitors, or when it takes the form of a group 
boycott excluding others from competition, it is conclusively 
presumed in law that the statutorially proscribed effect on 
commerce has been wrought. Thus, when a per se violation 
of the Sherman Act has tainted an administrative proceed- 
ing, it is no more necessary to weigh the effect of that re- 
straint on the administrative process than it is to measure 
its effect in the marketplace. That is the reason for the per se 
rule. 
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Here we are not dealing simply with the question of 


whether an applicant's anti-competitive action extrinsic to 
the subject matter of administrative proceedings can dis- 


qualify an applicant for a certificate granted in the public 
interest.1> “Here the anti-competitive conduct directly af- 
fected the administrative proceeding itself PLE see 

——~Gonsequently, the law of the Sherman Act must be in- 
yoked to invalidate certificates granted to parties to for- 
bidden anti-competitive restraints when the certificates 
emanate from administrative proceedings under the Natural 
Gas Act which are directly affected by those restraints. 
Otherwise, the only meaningful competition available to an 
industry such as natural gas transportation will be open to 


perversion. 


C. The FPC ignored the combination’s anti-com- 
petitive conduct in granting it certificates. 


In this comparative proceeding, the vice of the restraints 
on competition was compounded by the agency’s refusal to 
take cognizance of the existence of those restraints. 

The FPC here did nothing and said nothing about the 
boycott, the substitution of the combination for competition 
or the division of markets among competitors, each of which 
is a form of conduct violative of the antitrust laws. 

Incredibly, we have here the spectacle of the admini- 
strative agency blessing the fruits of an overt flaunting of 
the antitrust laws without making even a passing reference 
to the extraordinary phenomena to which it has been a 
witness. The FPC proceeded unencumbered by the vast body 
of law and experience embodied in the Sherman Act and 


13 Both the Supreme Court and this court have said that such extrinsic 
conduct can bar certification, United States v. Radio Corp. of Amerl- 
ca, 358 U.S. 334, 351-52; Philco Corp. v. F.C.C., 110 U.S. App. D.c. 
387, 293 F. 2d 864. 868 
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untroubled by the great issues of public policy confronting 
it when the integrity of its own proceedings was threatened 
by privately created competitive restraints. 

In the FPC decisions there is labored specula- 
tion about such things as the effect of possible future 
rate proceedings on petitioners’ project. But, unless one 
reads the record, one would never know that the certificated 
applications were the product of a combination of major 
natural gas companies, formerly competitors and more re- 
cently engaged in eliminating any competition among them 
selves and in boycotting a rival applicant and thereby 
threatening to nullify the FPC’s decision if that decision 
was not to their liking. 

There is unrebutted evidence of serious antitrust vio- 
lations in this record. Yet the FPC has decided that the 
Great Lakes combination is in the public interest without 
even mentioning the grave issues presented under the Sher- 
man Act. 

The courts have insisted that, in a regulatory appraisal 
of a case, the grounds upon which it acted must be clearly 
disclosed and adequately sustained; that it apply proper 
legal standards; that it carefully evaluate the evidence in 
the light of the proper criteria; and that it make clear and 
adequate findings upon the critical issues. The Commission 
has failed to satisfy these requirements. 


II. The FPC erred in determining that there would be 
no substantial anti-competitive consequences in the 
certification of a joint venture pipeline combining 
competitive pipelines and captive distribution utili- 
ties. 

The FPC’s determination that the Great Lakes’ project 
will not tend substantially to lessen competition is under- 
mined by a fundamental error of law: the FPC gave con- 
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trolling weight to the incremental competition which it be- 
lieved was represented by the Great Lakes’ pipeline without 
any consideration of its anti-competitive consequences. 

It is clear that the regulatory agencies are not to act 
without regard to the antitrust implications of trans- 
actions before them. On the contrary, they have been man- 
dated by the courts to give due consideration to the com- 
petitive effects of transactions subject to their approval. 
They may not ignore facts indicating that the transaction 
for which approval is sought may exceed the limitations im- 
posed by the antitrust laws. See, e.g., Denver & R.G.W.R.R. 
v. United States, 387 U.S. 485, 492-92. 

Specifically, the Courts have declared that competitive 
effects must be considered by the FPC as part of its inquiry 
concerning “public convenience and necessity.” California v. 
FPC, 369 U.S. 482, 484-5; City of Pittsburgh v. FPC, 99 US. 
App. D.C. 113, 237 F. 2d 741. 

Required by law to heed the mandates of the antitrust 
laws, the regulatory agency, in appraising the competitive 
issues in a case, obviously must look to antitrust experience 
and the analytical criteria developed in antitrust cases. 

Here the FPC did not specify what criteria it was 
applying, but it clearly did not apply any of the proper 
legal standards for appraisal of competitive consequences. 

In the cursory treatment the FPC gave to antitrust 
considerations, it gave no attention at all to the Sherman 
Act implications of the conduct discussed in Part I of this 
Brief. And, in its only discussion of competitive conse- 
quences, it proceeded as if the sole question involved were 
the comparative contributions to incremental competition of 
two independent pipelines. 

But a joint venture posing a reasonable probability of a 
substantial lessening of competition is unlawful under Sec- 
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tion 7 of the Clayton Act. See United States v. Penn-Olin 
Chem. Co., 378 U.S. 158, 167-68.24 

And, where substantial actual and potential competition 
is eliminated by a merger or joint venture, the possible 
competition of the combination with somebody else or in 
some other market is not a justification for the competition 
actually eliminated or restrained by the combination. The 
defense that a combination should be permitted so that it 
would be better able to compete against somebody else has 
been specifically rejected in United States v. Philadelphia 
Nat'l Bank, 374 U.S. 321, and in United States v. Bethlehem 
Steel Corp., 168 F. Supp. 576 (S.D.N.Y.). “A merger may 
have a different impact in different markets—but if the pro- 
scribed effect is visited on one or more relevant markets then 
it matters not what the claimed benefits may be elsewhere.” 
168 F. Supp. at 618. 

The Supreme Court has stated this rationale for its 
rejection of this concept of “countervailing power”: 


“If anti competitive effects in one market could be 
justified by pro-competitive consequences in another, 
the logical upshot would be that every firm in an in- 
dustry could, without violating Section 7, embark on 
a series of mergers that would make it in the end as 
large as the industry leader.” United States v. Philadel- 
phia Nat’l Bank, 374 U.S. 321, 370. 


14 The pertinent legal principles of the Penn-Olin decision have not been 
affected by the subsequent proceedings on remand. Directed by the 
Supreme Court to determine whether either of the parent companies 
would have entered the market absent the joint venture, the District 
Court found they would not, United States v. Penn-Olin Chemical Co., 
246 F. Supp. 917 (D. Del.). This finding of fact was left undisturbed 
by the Supreme Court, U.S. v. Penn-Olin Co. (Decision of December 
11, 1967, No. 26, October Term, 1967.) In the instant situation, of 
course, there is no doubt about the intentions of either parent— 
through their subidiaries they were once in actual competition for 
the same service. 
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But despite these unequivocal criteria for assessing com- 
petitive consequences, the FPC insisted on visualizing Great 
Lakes as an independent pipeline with no anti-competitive 
effects. The fact is that Great Lakes is not independent, but 
a complex representing a horizontal combination of compet- 
ing pipelines and a vertical combination attaching to itself 
the largest distribution utilities in the area. 

Regardless of whether in the abstract some new pipe- 
line in the area to be traversed by Great Lakes would be 
preferable to a new pipeline in the areas proposed to be 
served by petitioners, there are a great many factors to be 
considered before that comparison, if relevant, is reached.7® 

The combination effected by these applicants ended 
the actual competition represented by the earlier mutually 
exclusive applications, and aborted the potential competition 
represented by the original, independent Great Lakes’ pro- 
ject. Great Lakes is now to be owned jointly and subjected 
to negative control by a company which had been one of 
its actual competitors and, but for such ownership, would 
have continued to be one of its competitors. 

The Supreme Court has emphasized the anti-competitive 
dangers created by a joint venture, such as the one here, 
that is the instrument of two competitors who have previ- 
ously acted independently. The Court said: 


“If the parent companies are in competition, or 
might compete absent the joint venture, it may be as- 
sumed that neither will compete with the progeny in 
its line of commerce. Inevitably, the operations of the 


15 However, the FPC’s views on comparative contribution to competi- 
tion are, on the FPC’s own basis, dubious in the extreme. The FPC 
advances the proposition that a pipeline traversing the thinly popu- 
lated arca of northern Minnesota, Wisconsin and Michigan is prefer- 
able to a pipeline which would represent a vast new source of supply 
for some of the most highly industrialized and populated regions of 
the United States, including the Chicago and Detroit areas. 
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joint venture will be frozen to those lines of commerce 
which will not bring it into competition with the par- 
ents, and the latter, by the same token will be foreclosed 
from the joint venture’s market.” United States v. Penn- 
Olin. Chem. Co., 378 U.S. 158, 169. 


And the Supreme Court bas warned of the threat to 
potential competition that may be represented by a joint 
venture, pointing out that: 


“The rule of United States v. El Paso Natural Gas 
Co., 376 U.S. 651 (1964), where a corporation sought to 
protect its market by acquiring a potential competitor, 
would, of course, apply to a joint venture where the 
same intent was present in the organization of the new 
corporation.” Id, at 170. ' 


In El Paso, the Court found that in the context of the 


natural gas industry, which involves extensive federal and 
state regulation, very large capital outlays to penetrate new 
markets and long-term commitments by purchasers to make 
market entrance feasible, the very existence of another gas 
pipeline company west of the Rocky Mountains posed a com- 
petitive threat to El Paso in the California market, even 
though the other pipeline had never filed an application for 
service to California. 

Here, Trans-Canada and American Natural. acting 
through their respective subsidiaries and backed by great 
financial resources, were actual competitors formally com- 
mitted to and actively vieing with each other to serve the 
same markets. The joint venture put an end to that sub- 
stantial competition between formidable competitors. 

But despite the dictates of the Penn-Olin and El Paso de- 
cisions, the FPC ignored the actual and potential competi- 
tion eliminated by this joint venture and declared, simply, 
“_.. [T]here cannot be competition for the principal serv- 
ice which Great Lakes seeks to render by the filing of its 
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applications, to wit, the transportation of western Canadian 
gas to etstern Canadian markets.” (R. 69528). Even this 
irrelevant finding is unexplained by the FPC and is contra- 
dicted by the very proceedings before it which involved a 
competitive proposal by petitioners to provide an alterna- 
tive service to that of Great Lakes. 

In its neglect of the competition eliminated by this com- 
bination, the FPC, as shown, failed to apply the legal 
standards of analysis developed under the Clayton Act. 

But, in myopically viewing the antitrust question as 
one limited to assessment of the competitive merits of Great 
Lakes, the FPC also failed to heed the Sherman Act 
standards applicable to combinations. ; 

Where the effect of a combination is to elimin- 
ate significant competition between two substantial com- 
petitors, a violation of the Sherman Act is perfected, with- 
out more. The rule has thus been stated by the Supreme 
Court: 

“Where, as here, the merging companies are major 
competitive factors in a relevant market, the elimina- 
tion of significant competition between them consti- 
tutes a violation of Section 1 of the Sherman Act.” 


United States v. First Nat'l Bank and Trust Co., 376 
U.S. 665, 672-3.7¢ 


When the combination eliminates substantial competi- 
tion it makes no difference whether it takes the form of a 
merger or joint venture. In Timken Roller Bearing Co. v. 
United States, 341 U.S. 593, 598, the court condemned 
a joint venture as a violation of Section 1 of the Sherman 


16 This case harked back to a long line of Sherman Act decisions in 
the railroad industry in which the Supreme Court developed the 
doctrine that it was enough that the two systems competed, that 
their competition was substantial and that the combination put an 
end to it. Norhern Secs. Co. v. United States, 193 U.S. 197, 326-328 
See also United States v. Union Pac. R.R., 226 U.S. 61. 
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Act. declaring that it could not “find any support in reason 
or authority for the proposition that agreements between 
legally separate persons and companies to suppress competi- 
tion among themselves and others can be justified by label- 
ling the project a ‘joint venture’.” 

A joint venture in the electrical utility business, with 
incidents remarkably similar to those of this combination, 
has been condemned as violative of the Sherman Act. The 


Safe Harbor Water Power Corporation was controlled by 
two other utilities which were also its customers. Among the 
vices which the Court found in this joint venture and the 
arrangements affecting it were the restrictions on Safe Har- 
bor’s “freedom of contract and action” and the parent com- 
panies’ veto rights over plant construction and over electrical 
supply contracts of Safe Harbor. Consolidated Gas Elec. 


Light & Power Co. v. Pennsylvania Water & Power Co., 194 
F. 2d 89, 93-94 (4th Cir.). 

In its apparent urge to find nothing but good in the 
Great Lakes project, the FPC has been shown to have ig- 
nored the antitrust criteria applicable to a combination 
which eliminates competition between the participants. Pu: 
the FPC also failed to apply the applicable legal standards 
when it refused to assess the other anti-competitive effects 
of the combination before it. 

The effect on competition inherent in this combination 
is not limited to the elimination of actual aud potential com- 
petition between the associated parties. Through the de- 
rice of this joint venture there are linked the only exporter 
of Canadian gas to the United States east of the Rockies, 
the largest natural gas pipeline systems in the states of 
Wisconsin and Michigan and the largest distributors of nat- 
ural gas in Wisconsin and Michigan. 

The consolidated revenues of the American Natural sys- 
tem in 1966 were over $400,000,000; those of Trans-Canada 
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were in excess of $150,000,000. The capital assets of Amer- 
ican Natural amount to more than one billion dollars and 
those of Trans-Canada are about $600,000,000. 

Trans-Canada is the only transcontinental gas pipeline 
in Canada. It is the only exporter of Canadian gas to the 
United States east of the Rocky Mountains, delivering some 
$30,000,000 of gas into this country during 1966. 

The pipelines of the American Natural system supply 
about 50 per cent of the natural gas transported into Wiscon- 
sin and about 78 per cent of that transported into Michigan. 
The distribution branches of the American Natural system 
account for over 40 per cent of the natural gas distribution 
in Wisconsin and over 50 per cent of that in Michigan. 

Because of the power of its participants, their geograph- 
ical locations, their financial resources and their control over 
gas supply and markets, the joint venture by its very exist- 
ence has an impact on competition in the sale, purchase 
and distribution of natural gas in a large area of the United 
States as well as Canada. 

But of this the FPC says nothing. The minimal find- 
ings and considerations the Supreme Court has found nec- 
essary when substantial antitrust questions are raised be- 
fore a regulatory agency are absent here. See, ¢.g., Minne- 
apolis & St. L. Ry. v. United States, 361 U.S. 173. 

The Commission has not discharged its statutory respon- 
sibilities. It has ignored evidence of specific conduct which 
is the subject of explicit statutory outlawry. And it has 
failed to heed the legal norms in dealing with the com- 
petitive consequences of the unique structure it has certifi- 


cated. 

III The FPC erred in determining that the public inter- 
est requires certification of a pipeline owned jointly 
by two large natural gas systems with conflicting 


40 


interests, each system having a power of veto over 
the future actions of the certificated pipeline. 


It is elementary that the corporate structure of an ap- 
plicant is a proper subject of scrutiny when a determination 
is to be made whether that applicant’s project is required by 
the public convenience and necessity. Kansas Pipeline & 
Gas Co., 2 FPC 29, 34, 58. 

Under the corporate agreement between Trans-Canada 
and American Natural, Great Lakes is proposed to be a 
Delaware corporation with 50 per cent of its stock owned 
by a Canadian company, Trans-Canada, and 50 per cent 
owned by a United States holding company, American 
Natural (R. 8042-8061). Each will have the power to elect 
five members of the ten-man board of directors. Although 
there is said to be an “understanding” that Trans-Canada 
will nominate the chief executive officer to carry on the 
day-to-day business of the corporation, the corporation can- 
not act on any important matter unless there is unanimous 
consent of the directors present (R. 8070-8071). Without 
this unanimous consent, Great Lakes cannot, for instance, 
(1) buy, sell or transport gas, (2) construct any facilities 
costing more than $500,000, (3) change any rate, or (4) 
file any application with any regulatory body. Thus, with- 
out the consent of American Natural, Great Lakes may not 
sell any gas directly to any distributor or consumer includ- 
ing any served from the American Natural system; con- 
struct facilities for the purpose of transporting gas for 
anyone, including Trans-Canada or any of American Natur- 
al’s competitors; increase its rates to Michigan Consolidated 
or lower its rates to Trans-Canada; or file any rate or cer- 
tificate application with the Federal Power Commission or 
any other authority seeking authorization for any act that 
may be in the public interest but contrary to the private 
interest of American Natural. 
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In short, Great Lakes cannot take any significant action 
or make any significant decision without the unanimous 
consent of the board of directors. And, in view of the separ- 
ate and conflicting interests of the co-owners, it is probable 
that many significant decisions cannot be made at all.*7 

The corporate structure of Great Lakes makes it a 
dubious instrument indeed for discharging the responsibili- 
ties of a regulated natural gas company. Any buy-sell 
arrangement is inherently a conflict of interest and here 
one of the parents would sell to the offspring and the off- 
spring in turn would sell to both of its parents. The present 
marketing interests of the two parents are in separate areas, 
with widely varying constituents and characteristics, and 
under different national jurisdictions. And the primary field 
supply interests of the parents are separated by thousands 
of miles and each has its own economics, relationships and 
legal frameworks. 

As well as being affected by the outside interests of its 
parents, Great Lakes will itself affect the actions of the 
parent companies. Already, American Natural’s proprietary 
stake in Great Lakes has been the admitted motivation for 
paying a higher price for gas from Great Lakes than for 
supplies from other sources.’* 

There is present here all of the potential for damage to 
the public interest and chaos in the administrative process 


17 The corporate agreement’s cumbersome arbitration provisions are 
not a satisfactory solution to the problem of deadlock. Their binding 
effect is doubtful since the type of dispute likely to arise will involve 
matters of corporate policy and business judgment, subjects difficult 
of resolution by outsiders, if arbitrable at all. Nor is such an un- 
wieldy and lengthy procedure appropriate for the conduct of the basic 
business affairs of a corporation required to act in the public interest. 


The “main consideration” of American Natural in its decision to 
purchase additional Canadian gas was not cost but its stock owner 
ship in Great Lakes (R. 1670). 
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which resulted from another joint venture that plagued an- 
other regulatory agency. The 50-50 ownership of Pan Amer- 
iean-Grace Airways, Inc. (“Panagra”) by W. R. Grace & 
Company (“Grace”) and Pan American World Airways, Inc. 
(“Pan American”) created, as a result of a corporate dead- 
lock, a regulatory vacuum and over twenty years of litigation. 

Demonstrating the regulatory morass created by the 
dual ownership situation, the Civil Aeronautics Board 
(“CAB”) in its opinion of May 24, 1944 (quoted in ‘W. R. 
Grace & Co. v. CAB, 154 F. 2d 271, 279 [2d Cir.]), declared, 
plaintively : 

“Regardless of which of the co-owners of Panagra 
is at fault, the very fact that controversy of this kind 
has developed indicates that an unhealthy condition 
exists in the internal affairs of the company. A decision 
by the Board, after consideration on the merits, of the 
question of whether or not Panagra’s routes should be 
extended to some point or points in the continental 
limits of the United States would remedy one particular 
controversy between the co-owners; but it would not 
solve the basic difficulties of the Panagra joint owner- 
ship. This is an inherently bad situation. Deadlock be- 
tween the two interests’ equally represented in the 
ownership of the company is always possible, and cer- 
tain to occur from time to time, especially in view of 
the special interests and the other activities of the two 
co-owners.” 


The reasons why the Panagra joint venture turned out 
to be unbealthy from a regulatory standpoint are equally 
applicable to any similar joint venture in a regulated in- 
dustry where the interests of the parent companies are in- 
herently in conflict. The vice of such arrangements arises 
from fundamentals—the industry structure, the existing 
commitments of the parents, and the future needs and am- 
bitions of the parents. Thus, this explanation of the sources 
of the Panagra problem: 


43 


“By joining with each other in a joint venture on 
the west coast, Grace on the one hand would be assured 
against the entry of an independent American airline 
competitor into its west coast domain, and gain time 
to acquire the experience and know-how of this new 
industry, and one day perhaps to succeed to complete 
domination of the joint company. Pan American on the 
other hand would be substantially free from American 
flag competition in the rest of Latin America. Their 
method of organization of the joint company appears 
calculated to give each negative control of the company 
to insure against the possible treachery of the other to 
expand the operations of the company in competition 
with their respective independent lines, and their divi- 
sions of operational and agency functions of Panagra 
was similar added protection.” United States v. Pan 
American Airways, 193 F. Supp. 18, 31 (S.D.N.Y.), rev’d 
on other grounds, 371 U. 8. 296. 


The CAB, obviously disenchanted with joint ventures, 
rejected a proposal for the creation of a joint company 
similar to Panagra to provide services to Hawaii, Pan Ameri- 
can-Matson-Inter-Island Contract, 3 CAB 540. 

In that case, the CAB was dealing with a proposed 
joint venture between a Pacific air carrier (Pan American), 
a Pacific steamship company (Matson), and a steamship 
company providing local service in the Hawaiian Islands 
(Inter-Island). The joint venture was to be owned 50 per 
cent by Pan American and 25 per cent each by the steamship 
companies and was to be organized for the purpose of con- 
ducting air transportation between the West Coast and the 
Hawaiian Islands. 

The CAB held the joint venture adverse to the public 
interest. It found that the predominant position enjoyed 
by the participating companies “would place them, if associ- 
ated, in a strong position to stifle any outside competition.” 
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Furthermore, the division of markets inherent in the 
joint venture led the CAB to conclude that such “apportion- 
ing of territory tends to restrain competition” : 

“Agreements of this nature, whereby a carrier oper- 
ating in a particular territory obtains from a prospective 
competitor an undertaking, express or implied, not to 
attempt competitive operations, are likely to tend to 
impede the development of competition to the extent 
required by the present and future needs of the nation.” 

3 CAB at 546-47. 


The CAB also pointed to the fact that the steamship 
companies had contemplated the inauguration of a Pacific 
air service prior to the discussions which led to the com- 
bination in the joint venture. From this evidence the CAB 
inferred that one of the principal reasons Pan American 
entered into the agreement was to forestall its most likely 
competition in that part of the Pacific area: 


“This agreement might be termed a compromise and 
concession by Pan American, designed to forestall out- 
side competition in this area by Matson and Inter- 
Island, and to assure Pan American a half-interest in 
the earnings of, and joint control over, a local operation 
between Hawaii and the West Coast which would sup- 
plant its own. The operations by the new company to 
be formed under the agreement would nominally re- 
sult in competition between Hawaii and the mainland 
between its flights and the space in flights in Pan 
American’s through operations which might be avail- 
able to such local traffic. However, Pan American would 
be permitted to participate by joint control in the oper- 
ations of this newly created competitor. Any competition 
which might naturally be expected to result between 
the two operations would therefore be restricted by that 
fact.” 3 CAB at 547. 


The CAB saw this further problem in the 50-50 stock 
ownership of the proposed carrier: 
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“There is inherent in this arrangement the possi- 
bility, where the interests of air and steamship trans- 
portation come into conflict, that an impasse may 
be reached concerning the policies of the joint company 
which might obstruct or retard its activities and the 
development of air transportation. The provision in the 
agreement for the election of a seventh director under 
certain conditions indicates that the parties to the agree- 
ment recognize the possibility of such stalemates. We 
also take notice that the difficulties inherent in an 
equally-divided control of an air carrier are illustrated 
by the fact that in the only existing case where such 
control is present, a complaint has been filed by one 
of the parties controlling a half-interest requesting that 
the Board require divestment of interest by the other 
party.” 3 CAB at 548. 


The problems perceived by the CAB are obviously pres- 
ent here. Yet the FPC expressed nothing but unconcern on 
this serious issue of public policy. Its casual finding that 
there is “community of interest” between the controlling 
parent corporations (R. 69527) is unsupported by the record 
and, in fact, is contradicted both by the record and common 
sense. 


IV. The Federal Power Commission acted arbitrarily and 
unlawfully in concluding that the Great Lakes pro- 
posal was required by public convenience and neces- 


sity. 


Section 8(b) of the Administrative Procedure Act, as 
well as the dictates of elementary fairness, require that all 
decisions of the administrative bodies shall include “find- 
ings and conclusions, as well as the reasons or basis there- 
for, upon all the material issues of fact, law or discretion 
presented on the record.”?° 


19 60 Stat. 242, 5 US.C.A. 557. 
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In comparative proceedings, moreover, comparative _ 
findings must be made as to the several differences pro and 
con each applicant.”° 

The law in this regard was clearly summarized by this 
court in the Johnston Broadcasting Co. case, supra, as fol- 
lows: 


“In respect to comparative decisions, these are the 
essentials. (1) The basis or reasons for the final con- 
clusion must be clearly stated. (2) That conclusion 
must be a rational result from the findings of ultimate 
facts, and those findings must be sufficient in number 
and substance to support the conclusion. (3) The ulti- 
mate facts as found must appear as rational inferences 
from the findings of basic facts. (4) The findings must 
be supported by substantial evidence. (5) Findings must 
be made in respect to every difference, except those 
which are frivolous or wholly unsubstantial, between 
the applicants indicated by the evidence and advanced 
by one of the parties as effective. (6) The final con- 
clusion must be upon a composite consideration of the 
findings as to the several differences pro and con each 
applicant.” 175 F. 2d at 357. (Emphasis supplied) 


An impartial evaluation of the record would demon- 
strate that petitioners’ project should be certificated be- 
cause it is economically feasible at the rates proposed by 
petitioners and it would provide the greatest benefit through 
lower costs and rates to both United States and Canadian 
gas consumers; that the staff's proposal is second best, 
chiefly because, although the staff project would provide 


20 Johnston Broadcasting Co. v. FCC, 85 U.S. App. DC. 40, 175 F. 2d 
351; Saginaw Broadcasting Co. '\v. FCC, 68 U.S. App. D.C. 282, 296. 96 
F. 2d 554; Tri-State Broadcasting Co. v. FCC, 68 U.S. App. D.C. 292, 
96 F. 2d 564; Plains Radio Broadcasting Co. v. FCC, 85 U.S. App. DBC. 
48, 175 F. 2d 359; Easton Pub. Co. v. FCC, 85 U.S. App. D.C. 33, 175 
F. 2d 344; Braniff Alrways, Inc. v. CAB, —— US. App. Dd.c. —., 
379 F. 2d 453; American Broadcasting Co. v. FCC, 85 U.S. App. D.C. 
$43, 179 F. 2d 437. 
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benefits to both United States and Canadian gas consumers, 
it lacks the cheap expansibility inhering in petitioners’ pro- 
ject; and that the Great Lakes’ project is a poor third and 
cannot be certificated in any event because the Great Lakes’ 
project is not economically feasible at the rates it proposed 
and would provide no benefits to United States consumers. 
In support of these contentions, petitioners cite the following 
facts of record: 

1. Petitioners’ proposal, on a comparative basis, would 
continuously save United States gas consumers, including 
Michigan Consolidated and the customers of Northen Natur- 
al, over $3,500,000 annually (R. 5314; 5363). 

2. Petitioners’ proposal would continuously save Trans- 
Canada, and hence Canadian gas consumers, at least 
$3,300,000 annually, when compared with the Great Lakes’ 
proposal on the basis of Great Lakes’ own estimate of its con- 
struction costs and cost of service (R. 5363). 

3. The Great Lakes’ estimate of its own construction 
costs and cost of service are not supported by substantial 
evidence. On the contrary, substantial evidence demonstrates 
that Great Lakes’ own estimate of construction costs and 
cost of service, and consequently its rates, were grossly 
understated and thus the savings to Trans-Canada and the 
Canadian gas consumers under Petitioners’ project would 
far exceed $3,300,000 per year (R. 5925; 5932). 

4. The Great Lakes’ project would provide no benefits 
to United States consumers because, even disregarding the 
substantial understatement of costs by Great Lakes, its 
proposed rate to Michigan Consolidated was shown by the 
undisputed facts of record to be at least 1 cent per Mcf higher 
than petitioners’ comparable rate, and at least 4 cents per Mcf 
higher than the rate or cost at which Michigan Consolidated 
could purchase and obtain the same increased volumes of 
gas from either of its present pipeline suppliers, Michigan 
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Wisconsin or Panhandle Eastern Pipe Line Company (R. 
5358; 6205) .24 

5. Petitioners’ facilities would traverse highly popu- 
lated and highly industrialized areas in the United States 
where large potential markets for Canadian natural gas 
exist and where it could provide beneficial competition in 
the future, whereas the greater part of the Great Lakes’ line 
would traverse sparsely populated areas, and in the one 
industrialized area through which it passed, the Detroit 
area, Great Lakes could not provide competition at all be- 
cause the subsidiaries of one of its parents were entrenched 
in that area. 

6. Petitioners’ proposal is more in the public interest 
than the Great Lakes’ proposal for the additional reasons 
that (a) petitioners’ project had more cheap expansibility 
than the Great Lakes’ project; (b) it could supply United 
States gas to both United States and Canadian consumers 
should an emergency occur on the Canadian supply system; 
(c) it could supply Canadian gas to both United States and 
Canadian consumers should there be an emergency affecting 
the United States sources; and (d) it could more economic- 
ally make future Canadian imports available to greater 
numbers of United States consumers, and thus constituted 
the project which offered the best and most efficient utili- 
zation of the natural gas energy resources of the North 
American continent. 


21 Respondent failed to give consideration to the fact that Michigan 
Consolidated agreed to purchase the higher cost gas from Great 
Lakes only because its parent, American Natural, had acquired a 
50 per cent ownership interest 'in Great Lakes (R. 1670). Respondent 
ignored the testimony of Michigan Wisconsin’s Chief Engineer and 
Vice President, the witness, Schmidt, that Michigan Wisconsin 
has enormous cheap expansibility and could supply the same volume 
of gas at a cost equal to, or less than, the Great Lakes’ rate (R. 1670). 
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Despite the relevance and the serious import of peti- 
tioners’ evidence and contentions, Opinion Nos. 521 and 
521-A show that in evaluating the three alternative proposals 
before it, the respondent arbitrarily employed different 
standards of evaluation to the project of Great Lakes than 
it did to the projects of petitioners and its own staff. 

Respondent had the plain duty to cast a critical and 
impartial eye upon the evidence and contentions of the 
three proponents and to make “basic” findings of fact after 
a thorough and complete examination of all of the evidence 
pro and con each proposal. It did not do this. Instead, the 
evidence and contentions of Great Lakes were viewed un- 
critically and given even more than face value by respondent. 
At the same time, the evidence and contentions in support 
of petitioners’ proposal and tke staff’s proposal, as well as 
evidence adverse to Great Lakes, were viewed hypercritically 
or ignored entirely. 


A. Respondent’s cavalier treatment of the removal 
of the Canadian import duty violated its duty to 
state clearly the bases or reasons for its final 
conclusion. 


The respondent’s treatment of the removal of the Ca- 
nadian import duty dramatically demonstrates its failure 
to state with clarity the basis for its conclusions. 

The respondent weighed heavily against the petitioners’ 
proposal the prospect of $6,749,000 per year Canadian im- 
port duty, which respondent erroneously assumed in Opinion 
No. 521 would be levied against Trans-Canada under peti- 
tioners’ project.?? No single fact was argued more strenu- 
ously by the Great Lakes group against the petitioners’ pro- 
ject. The respondent found this factor so important that it 


22 This amount is approximately equal to the total annual savings in- 
herent in petitioners’ proposal. 
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concluded the import duty would have such an adverse 
effect on market growth that petitioners had failed to make 
an adequate market presentation (R. 69411-69412), a sine 
qua non of pipeline certification. On rehearing, after the 
import duty had been removed by the Canadian govern- 
ment,?* the respondent did not state how the removal of 
this greatest single comparative obstacle to petitioners’ pro- 
posal affected its final conclusion. Instead, it blandly stated: 


“Although the existence of the tariff was con- 
sidered in our deliberations, it was not critical to our 
determination that the public interest would be fur- 
thered by certification of the Great Lakes proposal.” 
(R. 69530) 


If the tariff consideration was not critical then what 
were the critical factors or even the more weighty factors 
in its decision? Respondent never says. Hence, neither this 
court nor petitioners will ever know—and this court will 
never be able to test—whether the respondent’s final con- 
clusion is rational unless the respondent’s decision is re- 
versed and it is instructed to state clearly and distinctly 
the reasons why it certificated the Great Lakes’ proposal and 
denied that of petitioners. United States v. Chicago, M., St. 
P.&P.RR. Co., 294 U.S. 499, 510-511; Brant Airways, Inc. 
». CAB, 113 U.S. App. D.C. 132, 306 F. 2d 739. 


B. Respondent erred in ignoring the benefits to the 
United States consumers served from Northern 
Natural’s system which are inherent in peti- 
tioners’ exchange-displacement proposal. 


Respondent recognized its duty to decide this case on 
the basis of what was best for the United States public 
23 In June, 1967, the Canadian Government in the “Kennedy Round Tar 


iff Negotiations at Geneva” announced that it was removing its im- 
port duty on natural gas (R. 69475-69477). 
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interest (R. 694107). It also recognized that cost savings 
benefits are “intrinsic” to an exchange transaction (R. 
69526). Nevertheless, respondent ignored, made no findings 
respecting, and obviously gave no comparative weight to 
the undisputed evidence presented by petitioners that their 
exchange proposal—and only their exchange proposal— 
would result in a saving to the United States consumers 
served from the Northern Natural system of $8,100,000 
per year (R. 5314)** and that these annual savings would 
continue to grow as the volumes of gas exchanged are in- 
creased (R. 5015-5017). 

Additionally, respondent ignored completely the evi- 
dence of petitioners showing that the proposed exchange 
of gas would free up at least 465,000 Mcf per day of pipe- 
line capacity on the Northern Natural system between 


Ogden, Iowa and Minneapolis, Minnesota, which Northern 
Natural would utilize to provide new services to its custom- 
ers at minimal cost, thereby materially increasing the bene- 
fits to United States consumers from petitioners’ proposal 


(R. 5019). 

Evidence supporting petitioners’ project and the staff's 
alternative is the only evidence of record which shows clear, 
substantial, measurable benefits to United States gas con- 
sumers. 

Yet respondent ignored these benefits and made no 
findings concerning them in concluding that Great Lakes 
would better serve the public interest of the United States. 
Respondent's failure to deal with petitioners’ and its own 
staff's evidence and contentions on this point lies at the 


24 The evidence shows that without the exchange, Northern Natural 
would need to build additional facilities, costing $29,882,000, to meet 
the projected requirements of its customers and that with the ex- 
change the additional facilities required would be less, and would 
cost only $14,575,000 (R. 5015). These cost estimates were not ques- 
tioned by respondent. 
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heart of its failure to make a proper comparative analysis 
of the competitive projects before it. Indeed, without such 
consideration. no other comparative evaluation made by 
respondent could be complete or valid. 


C. Respondent arbitrarily employed different stand- 
ards of evaluation in analyzing the costs and 
rates of the competitive projects before it. 


In its treatment of the entire subject of “Costs and 
Rates” (R. 69407), respondent failed to apply the same stand- 
ard of evaluation to the three alternative proposals before it. 

The Great Lakes’ cost estimates were vigorously at- 
tacked in cross-examination of the witness Culvern, who 
prepared and took direct and primary responsibility for the 
Great Lakes’ cost estimates. | 

The record shows that neither Culvern nor his employer, 
Williams Brothers Construction Company, has ever de- 
signed a major long distance pipeline built in the United 
States (R. 1395-1397). The company actually ceased con- 
tracting to build pipelines in the United States several years 
ago and does not now have a construction crew or organiza- 
tion on the North American continent (R. 2863-2865). 

Cross-examination of the witness Culvern showed that 
he made serious and substantial errors in the preparation 
of his estimate of the Great Lakes’ construction cost and 
cost of service.25 Moreover, an independent engineer re- 


25 The record shows that although construction of a line by Great Lakes 
had been under consideration for several years, the decision to con- 
struct a 36-inch line was made just prior to the filing of the initial 
Great Lakes application in November, 1964 (R. 1231). Cross-examina- 
tion of the witness Culvern established that the only detailed con- 
struction estimate ever made for Great Lakes concerned a 30-inch 
pipeline with a .344-inch wall thickness (R. 1230-1231). The cost of 
laying a 36-inch line with a .406-inch wall thickness was obtained 
by applying an unsupported rule of thumb factor of 1.135 to the 

(Continued on next page) 
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tained by petitioners, witness Blundell, estimated the 
construction cost of Great Lakes to be understated by 
$20,500,000 i.e. $232,250,000 as compared to the Culvern 
estimate of $211,700,000. Another witness presented by peti- 
tioners computed a cost of service for Great Lakes of 
$37,785,000 (R. 5932), as compared to the Great Lakes’ es- 
timate of $35,044,000. Hence, the record is clear that the 
Great Lakes’ project would not be economically feasible at 
the rates proposed. 


(Footnote 25 continued) 


laying cost estimate for a 30-inch line, a differential of only 13.5 per 
cent (R. 1232). Culvern could not explain how he obtained a factor of 
1.135 or why it would be a reasonable factor (R. 1232-1235). 

The record shows that a differential of only 13.5 per cent fis not 
reasonable and that the actual experience of the natural gas pipeline 
industry indicates a much higher differential. The FPC report of 
March 22, 1965, entitled “Cost of Pipeline and Compressor Station 
Construction Under Non-Budget Type Certificate Authorization as 
Reported by Pipeline Companies in Fiscal 1964” shows an actual 
differential of 39 per cent (R. 1235-1236). Use of the wrong factor by 
Culvern had the effect of understating his estimate of the Great 
Lakes’ construction cost by several millions of dollars, 

Culvern’s working papers show that his estimate for a crossing 
at the Straits of Mackinac reflected actual costs incurred by Lake- 
head Pipeline Company, a liquid petroleum products pipeline, which 
had constructed a crossing at the Straits of Matkinac in 1953 (R. 
5580). During the cross of Culvern, a report filed by Lakehead 
with the Interstate Commerce Commission was put in the record. 
That report showed the Mackinac crossing cost Lakehead several 
million dollars more than Culvern had estimated the crossing would 
cost Great Lakes (R. 5583-5585). Culvern could not explain the 
discrepancy (R, 1259). 

The record also revealed that Culvern had made substantial 
errors in estimating the construction cost of turbine compressor 
stations (R. 5891; 1299-1300; 6188) and that he had understated the 
material cost of pipe. Culvern admitted that steel suppliers had in- 
creased the delivered cost of Type A 36-inch pipe by 22 cents per 
foot, or $1,160 per mile, an increase which he had not reflected in 
his cost estimate (R. 1287-1288). This increase applied to both Phase 
I and Phase II of Great Lakes’ construction program and would add 
several million dollars to his material costs. 

Further cross-examination developed substantial errors made by 

(Continued on next page) 
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Great Lakes also presented the witness Holstead, an 
executive of Trans-Canada, and the witness Williams, an 
executive of the construction firm that employed the witness 
Culvern. Neither of these witnesses presented a detailed cost 
estimate for Great Lakes. Nor did their testimony cure the 
defects in the Culvern estimate. 


(Footnote 25 continued) 


Culvern in estimating the operating costs of Great Lakes, particular- 
ly compressor station ght te cost (R. 1305-1325) and pipeline 
maintenance expense (R. 1331). 

As a separate matter, Culvern erred in estimating the construc- 
tion and material costs related to Phase I of the Great Lakes’ pro- 
ject by understating the miles of Type B and Type C pipe that would 
be required. In late April, 1966, while the hearing was in progress, 
Great Lakes furnished detailed bid specifications to various con- 
tractors which showed that in Phase I, 20.6 miles, instead of the 
original estimate of 2.8 miles, of Type B construction would be re- 
quired due to population density (R. 6373-6382). The specifications 
also showed more Type C construction would be required for road 
crossings than Culvern had estimated. Both Type B and Type C 
construction call for pipe with a thicker wall than Type A, which is 
used in open country. At petitioners’ request, the bid specifications 
were received in evidence, and the increase in Type B and Type C 
construction was confirmed by pipe orders placed by Great Lakes 
with steel suppliers (R. 6360-6392). The change from the Culvern 
estimate would add approximately $1,116,700 to the material cost of 
Phase I. The change would also substantially increase the laying 
costs for Phase I beyond that which Culvern had estimated would 
average $5.90 per foot in Section 9B and $5.65 in Section 10 of his 
estimate (R. 6185). 

The increase in Phase I laying costs was confirmed by the letter 
dated June 2, 1966, from Curran & Company, pipeline contractors 
which quoted a price of $6.95 per foot for Phase I construction (R. 
5706). The Curran price would add more than $1,000,000 to the 
laying cost of Phase I. In short, the Culvern estimate of $26,698,000 
for the total cost of Phase I, was shown to be understated by at least 
$2,269,000, or nearly 10 per cent. 


By) 


(i) Respondent ignored all evidence, sub- 
stantial in nature, adverse to Great Lakes’ 
estimate of costs; it failed to require the 
best evidence regarding such cost to be 
put in the record. 


In its opinion herein, respondent never once addressed 
itself to the evidence regarding the witness Culvern’s 
$211,669,000 estimate of the construction cost of Great Lakes. 
First of all, respondent set up a straw man, stating erron- 
eously that petitioners had estimated a construction cost 
for Great Lakes of $260,472,000 (R. 69408), when in fact 
petitioners’ estimate of that cost was $232,175.000 (R. 5897). 
It then stated, again erroneously, that its staff had estimated 
the construction cost of Great Lakes to be $214,151,000 (R. 
69408), when the staff, after thoroughly analyzing all of the 
evidence regarding the Great Lakes’ construction costs, had 
actually concluded, after resolving all doubts in favor of 
Great Lakes, that the absolute minimum total investment 
cost that could be accepted as realistic for Great Lakes was 
$219,106,000 (R. 67804). Respondent also ignored staff's 
further statement that: 

“The above analysis is not meant as a denigration 
of Northern Natural’s witness Blundell’s cost study for 
the construction of the proposed Great Lakes’ system, 
but rather is intended to reflect a rock bottom cost esti- 
mate for that construction as reasonably supported by 
the record.” (R. 67804). 


The respondent's treatment of the cost of a pipeline cross- 
ing at the Straits of Mackinac is a prime example of its fail- 
ure to deal responsibly with the defects in the Culvern estim- 
ate. The FPC erroneously stated that petitioners, in estimat- 
ing the costs of the pipeline crossing at the Straits of Mackin- 
ac, had relied upon a cost report submitted to the Interstate 
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Commerce Commission by Lakehead Pipeline Company in 
1953, a carrier of liquid petroleum products (R. 69408). The 
Lakehead report to the ICC was introduced into the record 
for the sole purpose of impeaching the testimony of Culvern. 
(See footnote 25, supra.) The fact is that Blundell's estimate 
for the crossing was lower than Lakehead’s cost (R. 5889). 
Yet, it was much higher than the Culvern estimate (R. 5891). 
The FPC, however, gave no rational explanation for its con- 
clusion that the Culvern estimate is more acceptable than 
Blundell's for this crossing. 

Shortly after the misstatement concerning the Straits of 
Mackinac, occurs a statement which best illustrates the re- 
spondent’s complete willingness to accept at more than face 
yalue anything which would appear favorable to Great Lakes. 
It reads as follows: 

“As to the basic pipeline construction costs, while 
the initial estimate was based on the use of 30-inch pipe, 
the Great Lakes estimate on the larger pipe was not 
only substantiated by the testimony of Mr. David Wil- 
liams, Jr., of the Williams Brothers Construction Com- 
pany, but that Company offered to complete the major 
construction effort within the Great Lakes estimate.” 
(R. 69408). 


The witness Williams did not address himself at all to 
errors brought out on cross-examination of Culvern con- 
cerning the method by which the 30-inch estimate was 
raised to a 36-inch estimate. As to his so-called “offer” to 
construct the line, there was no commitment by Williams 
whatsoever (R. 2898-2899; 2863-2865) and nothing in his 
testimony could properly be considered as an “offer.” In 
view of the facts concerning Williams Brothers Construc- 
tion Company and its construction organization stated pre- 
viously, it is the wildest speculation imaginable for the 
Commission to state, or even intimate, that Williams Bro- 
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thers Construction Company would be in a position to bid 
on any part of the construction of the Great Lakes’ line. 
Finally, the respondent, relying on the witness Holstead 
who did not make an estimate, said, “But we are equally 
convinced that Great Lakes has justified some of the re- 
ductions which it contends should be made before under- 
taking a comparative analysis.” (R. 69408-69409). Respond- 
ent ignored the fact that the witness Holstead’s computa- 
tions were purely hypothetical and that he admitted that 
the cost factors applicable to Transportation Company's line 
were not applicable to the Great Lakes’ line (R. 2668-2670). 
Respondent, in its opinions, never once adverted to the 
evidence developed in the cross-examination of the witness 
Culvern who was the witness primarily and directly re- 
sponsible for the Great Lakes’ cost estimates. It also ignored 
the Blundell estimate, despite the fact that the record shows 
that Blundell, unlike Culvern or Williams Brothers, has 
supervised the design and construction of three major, 
large diameter, interstate natural gas pipelines, each of 
which was built within the cost estimate presented to re- 
spondent prior to certification (R. 5893). All such evidence 
is substantial and respondent erred in failing to consider it. 
Universal Camera Corp. v. NLRB, 340 U.S. 474, 487-488. 
Since neither the witness Holstead nor the witness 
Williams was primarily and directly responsible for the pre- 
paration of the Great Lakes’ estimate, the respondent's com- 
plete reliance on their conclusions, and its failure to consider 
other evidence bearing directly on the point but adverse to 
Great Lakes, requires reversal. Mississippi River Fuel Corp. 
v. FPC, 82 U.S. App. D.C. 208, 221, 163 F. 2d 433, 446. 
Additionally, the Commission erred in refusing to con- 
sider the best possible evidence available on this, the most 
controversial issue in this case. Before the close of the hear- 
ing, Great Lakes actually received bids from twelve con- 
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tractors for the construction of Phase I of its line, but re- 
fused, upon timely request, to produce them for the record 
(R. 2654-2655).2¢ The hearing examiner refused to order the 
production of these bids and the respondent also failed to 
order their production, despite petitioners’ timely requests. 
Most importantly, respondent ‘ignored the significance of 
Great Lakes’ concealment of the best evidence. 

In view of the foregoing, respondent should have found 
that the Great Lakes’ cost estimate and cost of service were 
not supported by substantial evidence. The respondent’s 
treatment of Great Lakes’ estimated construction cost and 
cost of service was arbitrary and prevented a proper com- 
parative analysis of the cost and rates of the competitive 
proposals before it. 


(ii.) Respondent adopted an erroneous inter- 
pretation of its own rate authority solely 
to place petitioners’ costs and rates in an 
unfavorable light for comparative evalu- 
ation. 


The respondent opened its discussion of petitioners’ 
costs and rates by stating that “The correctness of the 
Northern cost of service of $31,451,000 is, however, open to 
serious challenge.” (R. 69409). Later the respondent con- 
cludes that “The Northern cost of service is seriously under- 
stated and that the alleged rate savings to Trans-Canada 
and Michigan Consolidated under that proposal would be 
but short run.” (R. 69409). In both instances, respondent 
is referring to the cost of service of Transportation Com- 
pany. By this use of inaccurate terminology, the respondent 


26 At first counsel for Great Lakes advised petitioners there were no 
bids (R. 2652); later on cross, Great Lakes’ witness Holstead ad- 
mitted that bids had been received (R. 2621); finally counsel for 
American Natural stated that bids had been received but would not 
be furnished in any event (R. 2654-2655). 
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made it appear, without saying so, that the basic cost esti- 
mates of Northern Natural and Transportation Company 
were understated. 

Sut there was no challenge in the respondent's opinion to 
the fact that with the proposed exchange of gas Northern 
Natural could serve its projected market growth by build- 
ing only $14,575,000 in new facilities and avoid building 
other new facilities costing $29,882,000 that would be re- 
quired for that purpose in absence of the exchange, or that 
the avoided investment of $15,307,000 would result in annual 
savings in cost of service to Northern Natural’s customers 
of at least $3,100,000 (R. 5015; 5314). 

There was also no challenge to the correctness 
of Transportation Company's estimated investment cost in 
new facilities of $185,295,000 or the $31,451,000 cost of ser- 
vice associated with its facilities (R. 5158; 5370). Addition- 
ally, respondent did not question that Transportation Com- 
pany’s proposed rates would be sufficient to recover a cost of 
service of $31,451,000. 

Finally, the respondent does not challenge the fact that 
under petitioners’ project, as proposed, Transportation Com- 
pany’s customers, Michigan Consolidated and Trans-Canada, 
would save at least $3,655,000 per year in lower rates (R. 
5363), or that the combined savings in annual cost of ser- 
vice under petitioners’ project as proposed to both United 


States and Canadian gas consumers would be $6,755,000 
(R. 5314; 5363). 

Indeed, in Opinion No. 521-A, respondent stated: “We 
are fully aware of the cost savings intrinsic in an exchange 
transaction and the benefits that may result to consumers.” 
(R. 69526). But, instead of giving attention to the substan- 
tial savings to the customers of Northern Natural, the FPC 
attempted to avoid giving consideration to this vital issue 
by addressing itself to a hypothetical future rate case: 
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“However, here we find, . . . that Northern will incur 
significant costs which in a rate case would appear 
allocable to Northern Transportation’s proposed ser- 
vice to Trans-Canada and Michigan Consolidated. Such 
an allocation does not deny that savings might arise 
from the exchange transaction; but it would alter the 
economics of the Northern proposal by increasing the 
cost allocable to Trans-Canada and Michigan Consoli- 
dated to the point where those costs would exceed the 
cost of the Great Lakes’ proposal.” (R. 69526). 


Here in plain language respondent has stated that in 
an unspecified future rate case it would allocate at least 
$3.655.000 of costs from Northern Natural to Transporta- 
tion Company?* and that it cannot follow the mandate of 
Congress to exercise its certificating powers under Section 


7 of the Act to the end that “natural gas shall be sold in 
interstate commerce... at the lowest possible reasonable rate 
consistent with the maintenance of adequate service in the 


27 Even if respondent were correct in assuming that some of North- 
ern Natural’s costs in the future would be levied against Transporta- 
tion Company—and it surely is not correct—it still has stated no 
basis for concluding that so much of these costs would be shifted 
that the costs to Trans-Canada and Michigan Consolidated would 
exceed the cost of the Great Lakes’ proposal. More than $3,500,000 
in annual costs could be shifted from Northern Natural’s customers 
to Transportation Company's customers before the point would be 
reached where Trans-Canada’; and Michigan Consolidated’s costs 
would exceed the cost of the Great Lakes’ proposal, but respondent 
made no attempt to spell out what amount it might consider reason- 
able to assign or why. In short, respondent kas arbitrarily arrived at 
a conclusion without making a finding based upon substantial evi- 
dence. 

It must be pointed out that the particular cost allocation which 
the respondent at one and the'same time rejected and accepted (R. 
69409), did not give recognition to the unquestioned cost savings 
accruing annually to Northern Natural’s customers and was based 
upon an assumed state of facts which the sponsoring witness testi- 
fied was a “physical impossibility” (R. 2741). It cannot thus be 
deemed a “conventional” Mcf-mile cost allocation in any sense. 
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public interest,”*5 because somehow its hands are tied under 
the rate authority granted to respondent in Sections 4 and 
5 of the same Act. 


Surely, the various provisions of the Natural Gas Act 
are not in such violent conflict that the respondent would 
be prohibited from effectuating an exchange of gas which 
would result in cost savings to the customers of both 
parties to the exchange. This erroneous and unduly 
narrow view of its own powers enabled respondent to find 
incorrectly that petitioners’ admittedly lower cost project 
would not provide lasting benefits to Trans-Canada and 
Michigan Consolidated. 


The respondent clearly has the power and the duty to 
fix rates which will benefit and be fair to all parties. It is 
not now nor will it in the future be required to follow any 
particular formula or pattern in fixing rates or approving 
proposed rates. FPC v. Natural Gas Pipeline Co., 315 U.S. 
515, 586; FPC v. Hope Natural Gas Co., 320 U.S. 591, 602; 
Wisconsin v. FPC, 373 U.S. 294, 309. It has the duty to 
consider the practical consequence of its rate orders, Cf. FPC 
v. Tennessee Gas Transmission Company, 371 U.S. 145, 155 
and make the pragmatic adjustments called for by the par- 
ticular circumstances. FPC v. Natural Gas Pipeline Co., 
supra at 586. 


Congress has not prescribed any particular method for 
allocating costs. Colorado Interstate Gas Company v. FPC, 
324 U. S. 581, 589. Nor has Congress required the Com- 
mission to assess monetary charges to every particular 
transaction. The appropriateness of the respondent's treat- 


28 Atlantic Refining Co. v. Public Service Commission of New York, 360 
U.S. 378, 387. 
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ment of any given transaction in a rate proceeding raises 
question of fact, not law Cf. Colorado Interstate Gas Co. v. 
FPC, supra, at 590. ; 

The crucial fact is that the proposed exchange will 
reduce substantially Northern Natural’s cost of service from 
what it would be if there were no exchange (R. 5314). 
Further reductions would be effected in Northern Natural’s 
cost of service as the volumes of gas exchanged with Trans- 
portation Company are increased beyond the projected vol- 
umes in this proceeding (R. 5015-5016). These savings to 
Northern Natural’s customers was never questioned by re- 
spondent. Indeed, they were never even mentioned. 

In view of the unquestioned savings which would flow 
to the customers of Northern Natural, respondent has failed 
to state any reason or justification why it would be required 
to treat Northern Natural’s $14,575,000 construction cost 
and related cost of service as incremental costs of Trans- 
portation Company*® or why it would be required in a 
future Northern Natural rate proceeding to allocate any 
portion of Northern Natural’s system costs to Transporta- 
tion Company. The fact that ‘substantial, unquestioned cost 
savings Will flow to the customers of Northern Natural is 
a crucial element in determining whether, in fairness to 
those customers, there is any: justification for including any 
portion of the Northern Natural costs in the costs of Trans- 
portation Company to be recovered in the rates proposed to be 
charged by that company to Trans-Canada and Michigan Con- 
solidated. Here, under petitioners’ project, where all custom- 
ers would be served at reduced costs, no assignment of North- 
ern Natural’s incremental costs and no allocation of its total 
system costs to Transportation Company is required to pre- 


29 Respondent’s statement (R. 69409) that the facilities to be built by 
Northern Natural were required “merely” to effectuate the exchange 
is contrary to the fact. See page 51, supra. 
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vent unfairness to Northern Natural’s customers.2° Nor does 
respondent make this claim. 

From the very beginning of its rate regulatory author- 
ity the respondent has approved and accepted for filing 
rate schedules covering exchange arrangements wherein the 
consideration for the services have been an exchange in kind 
—kilowatts and kilowatt-hours for kilowatts and kilowatt- 
hours; cubic feet of gas for cubic feet of gas; energy in the 
form of stored water for kilowatt-hours—with no monetary 
compensation paid by either party to the arrangement (R. 
6308-6311). This very record discloses that two of the pro- 
tagonists of the Great Lakes’ project—Midwestern and Mich- 
igan Wisconsin—are parties to an exchange arrangement 
where no monetary consideration is involved (R. 6311-6313). 
Although the contract covering this mutually beneficial ex- 
change has been on file with the respondent for many years 
as a rate schedule of each of these companies in their respec- 
tive FPC Gas Tariffs, the respondent has not required either 
company to institute a monetary charge for the exchange 
service despite the fact that the respondent has required 
each company to change its rates for other service on the 
basis of a rolled-in system-wide cost of service (R. 6312- 
6313). 

Accordingly, it is clear that the respondent has arbitrar- 
ily and erroneously interpreted its rate making power and 
authority under Sections 4 and 5 of the Act. These sections 
would not compel respondent in a future rate proceeding 
involving Northern Natural to assign or allocate any part 
of Northern Natural’s costs or cost of service to Trans- 
portation Company. 


30 It should be noted here that all of Northern Natural’s principal dis- 
tribution company customers intervened in the proceedings before 
respondent and actively and fully supported petitioners’ project, 
in toto. See oral argument (R. 3620-3629), 
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Moreover, since respondent's conclusion that “the rate 
savings to Trans-Canada and: Michigan Consolidated under 
petitioners’ project are but short run” (R. 69409) is not 
based upon any other subsidiary findings of fact articulated 
with clarity, that conclusion must be considered arbitrary 
and one which improperly placed petitioners’ project in an 
unfavorable light. Arbitrary speculation regarding the re- 
sults of an unspecified future rate proceeding is a totally 
inappropriate substitute for recognition that the exchange 
of gas proposed by petitioners would result in cost saving 
benefits of at least $3,100,000 to the customers of Northern 
Natural, $3,300,000 to Trans-Canada and $355,000 to Michi- 
gan Consolidated. If these unchallenged cost saving benefits 
had been recognized, as indeed they should have been, the 
respondent would have been compelled to deny the Great 
Lakes’ project and to certificate petitioners’ project, or to 
deny both projects if the respondent found that the staff's 
proposal, or any modification thereof, was best designed to 
protect and further the public interest of United States gas 
consumers. City of Pittsburgh v. FPC, 99 U.S. App. D.C. 
118, 123, 237 F. 2d 741, 751, N. 28; Michigan Consoliduted 
Gas Co. v. FPC, 108 U.S. App. D.C. 409, 429-431, 283 F. 2d 
204, 224-226, cert. denied 364 U.S. 913; Scenic Hudson Pre- 
servation Conf. v. FPC, 354 F. 2d 608, 617-620 (2nd Cir.), 
cert. denied 384 U.S. 941. 


D. Bespondent’s conclusion that only the Great 
Lakes project offers cheap expansibility is not 
supported by comparative findings based upon 
substantial evidence. 

The basic errors contained in the respondent’s discus- 


sion in Opinion No. 521 of the relationship of Northern Nat- 
ural’s market growth to the feasibility of petitioners’ project 
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and its future cheap expansibility (R. 69412) are based 
upon a misstatement of the basic facts underlying petitioners’ 
exchange proposal. Here again respondent ignored petition- 
ers’ evidence and contentions. 

First of all, the feasibility of petitioners’ proposal does 
not depend upon Northern Natural’s market growth north of 
Ogden paralleling the increasing requirements of Trans- 
Canada in eastern Canada and respondent's conclusion to 
the contrary is not supported by any evidence. Northern 
Natural’s present contract demands from Minneapolis north 
of approximately 730,000 Mcf per day (R. 5228-5229) would 
absorb practically all of the Canadian gas to be delivered 
into the Northern Natural system at Sandstone in the fifth 
year of operation.*? 

In addition, Northern Natural presented a conservative 
estimate of its market growth through the year 1970-1971. 
The record shows—and this is not disputed by the respond- 
ent—that Northern Natural’s growth north of Ogden, Iowa 
will be in excess of 224,000 Mcf per day through the year 
1970-1971 with more than 190,000 Mcf per day of that growth 
occurring from Minneapolis north (R. 5188; 5228-5231) .*2 
With this minimal amount of growth on the Northern Nat- 
ural system plus the proposed delivery of 58,000 Mcf per day 
to Transportation Company at Republic, Michigan, all Cana- 
dian gas will be absorbed from Minneapolis north, on a peak 
day basis. Indeed, even with this large volume of Canadian 
gas coming into its system at Sandstone, Northern Natural 


31 On the fifth year winter peak day, 752,600 Mcf per day would be de- 
livered to Northern Natural at Sandstone (R. 5062). 


32 The conservative nature of the estimate is demonstrated by the fact 
that Northern Natural experienced 232,000 Mcf per day of growth 
north of Ogden in the four-year period immediately preceding the 
four-year period for which growth of 224,000 Mcf per day is pro- 


jected (R. 5191). 
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rn flow some gas up to Minneapolis from the south 
(R. 3633) : and under the most severe possible conditions— 
a summer peak flow into the Northern Natural system from 
Canada—only 150,000 Mcf per day of Canadian gas would 
flow south from Minneapolis (R.-5064) and into an already 
existing pipeline system capable of transporting approxi- 
mately 1,000,000 Mecf per day: (R. 2080).** 

Accordingly. as the adequacy of the facilities proposed 
by Northern Natural between Sandstone and Minneapolis 
is unquestioned by respondent, the evidence leads inescapably 
to the conclusion that Northern Natural would never have 
“to add additional facilities in order to be able to transport 
‘excessive’ Canadian gas south to Transportation Company 
at Ogden.” The respondent's contrary finding (R. 69412) is 
not supported by any evidence. 

As to cheap expansibility of petitioners’ project beyond 
the projected fifth year volumes, two essential, undisputed 
facts were ignored by respondent: (1) Transportation Com- 
pany is proposing to construct 36-inch pipelines with at 
least as much cheap expansibility as Great Lakes; (2) the 
delivery of large volumes of Canadian gas into Northern 
Natural’s system at Sandstone under the exchange-displace- 
ment proposal creates cheap expansibility on the Northern 
Natural system as a whole and free expansibility on the sec- 
tion of its system between Ogden, Iowa and Minneapolis- 
St. Paul, Northern Natural’s major load center. Moreover, 
as Northern Natural’s market requirements north of Ogden 
continue to grow after 1970-1971, increased exchange vol- 
umes will continue to provide Northern Natural further and 
additional savings in avoided investment in new facilities 


$oe3 
33 Even this gas would never flow south as far as Ogden (R.-8064). 
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and associated savings in cost of service.** Thus, in the fu- 
ture, both Transportation Company and Northern Natural 
would have enormous cheap expansibility to serve increased 
Canadian and United States requirements. Indeed, insofar 
as Northern Natural is concerned its expansibility would be 
at a decremental cost as compared with its expansibility ab- 
sent the exchange. There is no evidence to support contrary 
findings. 

In short, respondent's conclusion that only the Great 
Lakes’ project offers cheap expansibility is not based upon 
a comparative analysis of the competitive projects. It rests 
solely upon a consideration of the Great Lakes evidence to 
the exclusion of petitioners’ evidence. 


E. Respondent erred in failing to make compara- 


tive findings respecting ability to serve United 
States markets and the relative size of the 
United States markets available to each project; 
national security; the most efficient’ utilization 
of continental reserves; and potential benefits 
to Michigan Consolidated. 


34 For example, should Northern Natural’s growth north of Ogden after 
1970-1971 merely continue at a rate of 56,000 Mcf per day per year 
and the exchange volume increase at a rate of 77,000 Mcf per day 
per year, Northern Natural would save an additional $21,000,000 in 
facilities over the second five years of operation (R. 5015-5016: 2066- 
2069). The 77,000 Mcf per day increase per year is Trans-Canada’s 
projection of increases in United States through-put between 1969- 
1970 and 1970-1971 for eastern Canadian markets. 

Respondent's discussion of relative market growth on the North- 
ern Natural and Trans-Canada systems in terms of percentages (R. 
69411; 69530) hides the true facts regarding the relative volumes of 
gas in volved. Moreover, in discussing relative market growth, the 
respondent, wholly ignored the effect of the undertaking given by 
Trans-Canada to the Government of Canada in the agreement dated 
October 4, 1966 (R. 6422-6433) upon the volume of Canadian gas which 
may be transported through the United States to supply eastern 
Canadian markets after 1970-1971. 
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Respondent concluded that the potential benefits of com- 
petition from Great Lakes in the “populated” (R. 69527) 
Duluth-Superior area, northern Wisconsin and the upper 
peninsula of Michigan outweighed the potential benefits from 
Transportation Company's line running through the vast in- 
dustrial megalopolis of northern Indiana, northern Tlinois 
and southern Michigan. Yet, it made no findings whatsoever 
ax to the relative capacities of the areas to consume addi- 
tional volumes of natural gas which a competitive pipeline 
might make available. 

Furthermore, respondent ignored the fact that one of 
Great Lakes’ co-owners, American Natural, owns the biggest 
distributor in the one densely populated area through which 
Great Lakes would run, the Detroit area, and, for that mar- 
ket, Great Lakes is no competition at all. Transportation 
Company's line would not be subject to this competitive in- 
firmity. — 

Respondent concluded that the Great Lakes’ line could, 
in the future, either in an emergency or on a long term basis, 
be a source of gas for other United States pipelines serving 
the midwest, implying that this would be a benefit to “na- 
tional security” (R. 69412-69413) ; yet it made no compara- 
tire findings as to the relative ability of the petitioners’ pro- 
ject to serve these same ends,*5 

Respondent also found that “only through the certifica- 
tion of the Great Lakes’ proposal can we take advantage of 
the most efficient utilization of continental reserves . . .” 


35 One need only look at a pipeline map to conclude which proposal 
offers the greater potential in this regard. But the respondent ignored 
{ts maps, Furthermore, it ignored the record evidence that the United 
States area to be served by the petitioners has, as compared with 
the United States area to be served by Great Lakes: (1) a population 
22 to 23 times greater; and (2) a dollar value added by manu- 
facturing factor 30 times greater; and (3) a capital expenditures by 
manufacturers factor 40 times greater (R. 2527-2528). 
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(R. 69416). This conclusion was stated without any accom- 
panying findings of fact. 

On these latter two points, respondent wholly ignored the 
undisputed facts that only under petitioners’ project or the 
staff's project could United States gas be supplied to United 
States and Canadian consumers should an emergency occur 
on the Canadian supply system and that only their projects 
could supply Canadian gas to both United States and Canadi- 
an consumers should there be an emergency affecting United 
States reserves (R. 5017-5019). 

Concerning the alleged benefits to Michigan Consolidated 
from future purchases of gas from Great Lakes in the lower 
peninsula of Michigan, respondent discussed only the evi- 
dence favorable to Great Lakes, ignored the contrary evi- 
dence of the petitioners,** and left the subject without mak- 
ing any explicit finding or conclusion (R. 69410). 

On the basis of the foregoing, it is apparent that re- 
spondent did not evaluate petitioners’ evidence and conten- 
tions fairly or objectively and that neither Opinion No. 521 
nor Opinion No, 521-A reveals how respondent reasoned 
from an examination of the record evidence, including the 
evidence favorable to petitioners or the staff and adverse to 
Great Lakes, to the findings of “basic” facts and from these 
basic facts to ultimate findings of fact and final conclusions. 
In some instances, respondent made no findings at all, it 
merely stated conclusions favorable to Great Lakes. This 
robs both opinions of any degree of clarity. What is clear, 
and all that is clear, is that the respondent had a desire to 
certificate the Great Lakes’ project and that it erroneously 


36 Petitioners’ evidence showed that by buying additional gas from its 
present suppliers instead of from Great Lakes for resale in the lower 
peninsula, Michigan Consolidated’s savings in purchased gas costs 
would more than offset any savings in cost of service which might 
regult from avoided investment in new facilities and would, in fact, 
save Michigan Consolidated approximately $900,000 per year in total 
cost of service (R. 6204-6207). 
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assumed the evidence and contentions submitted by Great 
Lakes were sufficient to support such a certificate. 

In short, the respondent has violated every essential 
element of a proper comparative analysis as required by the 
Johnston Broadcasting Co. case and the other cases cited 
above. 

o——o———_0 


CONCLUSION 


Wherefore, petitioners respectfully submit that: (A) 
Opinion Nos. 521 and 521-A and accompanying orders should 
be reversed and set aside and (B) these proceedings should 
be remanded to respondent with directions to reconsider the 
applications of petitioners. 


Respectfully submitted, 


JUSTIN R. WOLF 

CHARLES A. CASE, JR. 

Davin B. Warp 
WoLr & CASE 


F. VinSon RoacH 
Jack C. OSBORNE 
DANIEL B. O’BRIEN, JB. 


GEORGE C. KERN, JB. 
LESTER COOPER 
SULLIVAN & CROMWELL 


Larey WILLIAMS 
CLIFFORD & MILLER 
Attorneys for Petitioners 


_ December 18, 1967 
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APPENDIX A 
Pertinent Parts of Cited Statutes 


Administrative Procedure Act, Section 8(b), 60 Stat. 242 
(1946), as amended 80 Stat. 387 (1966) 5 USCA 557. 


§557. Initial decisions; conclusiveness; review by agency; 

Submissions by parties; contents of decisions; record 
“. .. The record shall show the ruling on each finding, con- 
clusion, or exception presented. All decisions, including 
initial, recommended, and tentative decisions, are a part 
of the record and shall include a statement of— 


(A) findings and conclusions, and the reasons or basis 
therefor, on all material issues of fact, law, or discretion 
presented on the record; and .. .” 


Clayton Act, Section 7, 38 Stat. 731 (1914), as amended 64 
Stat. 1125 (1950), 15 USC 18. 
$18. Acquisition by one corporation of stock of another 


“No corporation engaged in commerce shall acquire, 
directly or indirectly, the whole or any part of the stock or 
other shure capital and no corporation subject to the juris- 
diction of the Federal Trade Commission shall acquire the 
whole or any part of the assets of another corporation en- 
gaged also in commerce, where in any line of commerce in 
any section of the country, the effect of such acquisition may 
be substantially to lessen competition, or to tend to create a 
monopoly. 


“No corporation shall acquire, directly or indirectly, 
the whole or any part of the stock or other share capital 
and no corporation subject to the jurisdiction of the Federal 
Trade Commission shall acquire the whole or any part of the 
assets of one or more corporations engaged in commerce, 
where in any line of commerce in any section of the country, 
the effect of such acquisition, of such stocks or assets, or of 
the use of such stock by the voting or gtaming of proxies 
or otherwise, may be substantially to lessen competition, 
or to tend to create a monopoly.” 
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Natural Gas Act, Section 4, 52 Stat. 822 (1938), as amended 
76 Stat. 72 (1962), 15 USC 717. 


é717¢. Rates and charges; schedules: suspension of new 
Tates 


“(a) All rates and charges made, demanded, or re- 
ceived by any natural-gas company for or in connection with 
the transportation or sale of natural gas subject to the juris- 
diction of the Commission, and all rules and regulations 
affecting or pertaining to such rates or charges, shall be 
just and reasonable, and any such rate or charge that is not 
just and reasonable is declared to be unlawful. 


“(b) No natural-gas company shall, with respect to 
any transportation or sale of natural gas subject to the 
jurisdiction of the Commission, (1) make or grant any undue 
preference or advantage to any person or subject any person 
to any undue prejudice or disadvantage, or (2) maintain 
any unreasonable difference in rates, charges, service, facili- 
ties, or in any other respect, either as between localities or 
as between classes of service...” 


Natural Gas Act, Section 5, 52 Stat. 823 (1938), 15 USC 7174. 


§717d. Fixing rates and charges; determination of cost of 
production or transportation 


“(a) Whenever the Commission, after a hearing had 
upon its own motion or upon complaint of any State, mu- 
nicipality, State commission, or gas distributing company, 
shall find that any rate, charge, or classification demanded, 
observed, charged, or collected by any natural-gas company 
in connection with any transportation or sale of natural 
gas, subject to the jurisdiction of the Commission, or that 
any rule, regulation, practice, or contract affecting such 
rate, charge, or classification is unjust, unreasonable, unduly 
discriminatory, or preferential, the Commission shall deter- 
mine the just and reasonable rate, charge, classification, 
rule, regulation, practice, or contract to be thereafter ob- 
served and in force, and shall fix the same by order: Provided, 
however. That the Commission shall have no power to order 
any increase in any rate contained in the currently effective 


3a 


schedule of such natural-gas company on file with the Com- 
mission, unless such increase is in accordance with a new 
schedule filed by such natural-gas company; but the Com- 
mission may order a decrease where existing rates are un- 
just, unduly discriminatory, preferential, otherwise unlaw- 
ful, or are not the lowest reasonable rates .. .” 


Natural Gas Act, Section 7c, 52 Stat. 824 (1938), as amended 
56 Stat. 83 (1942), 15 USC 717f(c). 


717f. Construction, extension, or abandonment of facili- 
ties; certificate of convenience aud necessity; con- 
demnation proceedings 


“...(¢) No natural-gas company or person which will 
be a natural-gas company upon completion of any proposed 
construction or extension shall engage in the transportation 
or sale of natural gas, subject to the jurisdiction of the Com- 
mission, or undertake the construction or extension of apy 
facilities therefor, or acquire or operate any such facilities or 
extensions thereof, unless there is in force with respect to 
such natural-gas company a certificate of public convenience 
and necessity issued by the Commission authorizing such 
acts or operations: .. . 

“. . . In all other cases the Commission shall set the 
matter for hearing and shall give such reasonable notice 
of the hearing thereon to all interested persons as in its judg- 
ment may be necessary under rules and regulations to be 
prescribed by the Commission; and the application shall be 
decided in accordance with the procedure provided in sub- 
section (e) of this section and such certificate shall be issued 
or denied accordingly: .. .” 


Natural Gas Act, Section 7(e), 56 Stat. 84 (1942), 15 USC 
717f(e). 


§717f. Construction, extension, or abandonment of facili- 
ties; certificate of convenience and necessity; con- 
demnation proceedings 


“|. (e) Except in the cases governed by the provisos 
contained in subsection (c) of this section, a certificate shall 
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be issued to any qualified applicant therefor, authorizing 
the whole or any part of the operation, sale, service, con- 
struction, extension, or acquisition covered by the appli- 
cation, if it is found that the applicant is able and willing 
properly to do the acts and to perform the service proposed 
and to conform to the provisions of this chapter and the 
requirements, rules, and regulations of the Commission there- 
under, and that the proposed service, sale, operation, con- 
struction, extension, or acquisition, to the extent authorized 
by the certificate, is or will be required by the present or 
future public convenience and necessity; otherwise such ap- 
plication shall be denied. The Commission shall have the 
power to attach to the issuance of the certificate and to the 
exercise of the rights granted thereunder such reasonable 


terms and conditions as the public convenience and necessity 
may require...” 


Sherman Act, Section 1, 26 Stat. 209 (1890) as amended 15 

USC 1. 

§1. Trusts, etc., in restraint of trade illegal; exception of 
resale price agreements; penalty 


“Every contract, combination in the form of trust or 
otherwise, or conspiracy, in restraint of trade or commerce 
among the several States, or with foreign nations, is declared 
to be illegal: . . .” 


Sherman Act, Section 2, 26 Stat. 209 (1890) as amended 
15 USC 2. 


§2. Monopolizing trade a misdemeanor; penalty 


“Every person who shall monopolize, or attempt to 
monopolize, or combine or conspire with any other person or 
persons, to monopolize any part of the trade or commerce 
among the several States, or with foreign nations, shall be 
deemed guilty of a misdemeanor . . ” 
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APPENDIX B 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: L. J. O’Connor, Jr., Acting Chairman, 
Charles R. Ross, and Carl E. Bagge 


Great Lakes Gas Transmission Company—Docket Nos. CP65- 
171, CP65-172, CP65-173 


Midwestern Gas Transmission Company—Docket Nos. CP65- 
349, CP65-350, CP65-351 


Michigan Wisconsin Pipe Line Company—Docket Nos. 
CP65-357, CP65-358, CP65-359 


ORDER GRANTING WITHDRAWAL OF 
APPLICATIONS AND TERMINATING PROCEEDING 


(Issued August 6, 1965) 


By sundry previous orders the above-docketed applica- 
tions were noticed and consolidated for formal hearing. A 
prehearing conference scheduled for July 27, 1965, was post- 
poned to August 10, 1965, upon motions filed by all appli- 
cants. As indicated in our previous orders the project en- 
compassed by the combined applications of Midwestern Gas 
Transmission Company (Midwestern) and Michigan Wis- 
consin Pipe Line Company (Michigan Wisconsin) is com- 
petitive with the project of Great Lakes Gas Transmission 
Company (Great Lakes). 


On August 2, 1965, Great Lakes, Midwestern and Michi- 
gan Wisconsin filed requests for permission to withdraw 
their respective applications. All three applicants aver that 
in consequence of further negotiations between Great Lakes, 
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Midwestern and Michigan Wisconsin a new project has been 
devised which, among other things, will eliminate any com- 
petitive proceeding as between the instant applicants. They 
further assert that applications seeking certification of the 
new tripartite project are being prepared and will be filed 
with the Commission as promptly as possible. 


In view of the foregoing we shall permit the withdrawal 
of the instant applications and shall terminate the proceed- 
ings instituted therein. 


The Commission orders: 


(A) The instant applications of Great Lakes Gas Trans- 
mission Company, Midwestern Gas Transmission Company 
and Michigan Wisconsin Pipe Line Company are hereby 
deemed withdrawn. 


(B) The proceedings previously ordered herein are 
hereby terminated, 


By the Commission, 


(SEAL) 


Gordon M. Grant, 
Acting Secretary, 
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COUNTERSTATEMENT OF QUESTIONS PRESENTED 


Following a comparative hearing, the Federal Power 
Commission (1) authorized Great Lakes Gas Transmission 
Company, a jointly-owned subsidiary of Trans-Canada Pipe 
Lines Limited and American Natural Gas Company, to 
build a pipeline through the United States for the trans- 
portation of Trans-Canada’s western Canadian natural gas 
to its markets in eastern Canada and to markets of Amer- 
ican Natural along the route; and (2) denied Petitioners’ 
alternative proposal under which they would absorb the 
Canadian gas in their system and deliver United States 
gas to Trans-Canada for the eastern Canadian markets. 
The questions are: 


(1) Whether the Commission gave appropriate considera- 
tion to antitrust policies in finding that the Great Lakes 
project is required by public convenience and necessity. 


(2) Whether the Commission erred in rejecting the conten- 
tion that Great Lakes, because of its joint ownership, 
was not a qualified applicant for a certificate under the 
Natural Gas Act. 


(3) Whether the Commission’s comparative evaluation of 
the mutually exclusive proposals had a rational basis 
supported by substantial evidence. 
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CoUNTERSTATEMENT OF THE CASE 


. The Background Of The Great Lakes Project And 
The Prior Certificate Proceedings 


. Proceedings Before The Securities And Exchange 
Commission 

. Proceedings Before The Federal Power Com- 
mission 
Action Taken By The Government Of Canada ... 


D. 

E. Reopened Proceedings Before The Federal Power 
Commission 

F. 


Subsequent Proceedings Before The Securities 
And Exchange Commission And In This Court .. 


Summary or ARGUMENT 


I. Tae Commaussion Gave Appropriate CoNsIDERA- 
Tion to AwnrirrUst PoLicies rx CERTIFICATING 
vHe Great Lakes Proyecr 


A. Great Lakes Will Provide Needed Competi- 
tion In Areas Where Northern Presently 
Enjoys A Monopoly 

B. Northern’s Proposal Would Not Have Pro- 
vided Comparable Competitive Benefits ... 


C. The Commission Properly Took Account Of 
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IN THE 


United States Court of Appeals 


For tae Districr or CotumsBia Crecoit 


No. 21,333 


NorrHern Narurat Gas Company, 
Nortueen Naruran Gas Transporration Company, 
Petitioners, 
Vv. 


Feperat Power Commission, Respondent, 


Great Lakes Gas TRaNsMission COMPANY, ET AL., 
Intervenors. 


On Petition To Review Orders of the 
Federal Power Commission 


BRIEF OF INTERVENORS, GREAT LAKES GAS 
TRANSMISSION COMPANY, ET AL. 


This brief is submitted by Great Lakes Gas Transmis- 
sion Company (‘‘Great Lakes’’), Trans-Canada Pipe Lines 
Limited (‘‘Trans-Canada’’), Michigan Wisconsin Pipe 
Line Company (‘‘Michigan Wisconsin’’), Midwestern Gas 
Transmission Company (‘‘Midwestern’’), the principal 
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distribution customers of Trans-Canada’ and Michigan 
Wisconsin,? the Public Service Commissions of Michigan 
and Wisconsin, the State of Minnesota and the County of 
Wayne, Michigan—all of whom have intervened in support 
of the opinions and orders of the Federal Power Com- 
mission (‘‘Commission”’) which approved and authorized 
the Great Lakes project and in opposition to the petition 
for review.* 


COUNTERSTATEMENT OF THE CASE 


Briefly stated, the Commission’s Opinion No. 521 and 
order of June 20, 1967 (R. 69390-424), here under review,‘ 
authorized Great Lakes to construct and operate a new 
natural gas pipeline to extend from a point of connection 
with the existing Canadian pipeline system of Trans-Canada 
at Emerson, Manitoba, through northern Minnesota, Wis- 
consin and the Upper Peninsula of Michigan; across the 
Straits of Mackinac; south to a connection with Michigan 
Wisconsin’s facilities near Farwell in west central Michi- 
gan; and then east to the St. Clair River, where it will 
connect with the pipeline system of Trans-Canada. The 
Commission authorized Great Lakes to transport up to 
677,000 Mef per day of western Canadian gas for the 
account of Trans-Canada to meet the increased require- 


1 Union Gas Company of Canada, Limited; The Consumers’ Gas Company; 
and Northern and Central Gas Corporation Limited. 

2 Michigan Consolidated Gas Company; Madison Gas and Electric Company; 
Wisconsin Fuel & Light Company; Wisconsin Gas Company; Wisconsin Mich- 
igan Power Company; Wisconsin Natural Gas Company; and Wisconsin Pub- 
lie Service Corporation. 

3 The Court’s orders granting intervention required these intervenors to file 
a single consolidated brief. The State of Minnesota is filing an intervention 
in opposition to the petition for review, and, on the assumption that it will be 
granted intervention, the State of Minnesota is joining in this brief. A 
separate statement of the position of the Michigan and Wisconsin Com- 
missions, the State of Minnesota and the County of Wayne is hereinafter set 
forth, infra, pp. 59-61. 

4 Petitioners also seek to review the Commission’s Opinion No. 521-A and 
order of August 9, 1967 which denied their application for rehearing (R. 
69524-31). 
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ments of its eastern Canadian markets and to sell up to 
57,000 Mef per day of Canadian gas to Michigan Consoli- 
dated for the initiation of service to new communities in 
the Upper Peninsula of Michigan and for underground 
storage in the Belle River Mills Field located at the St. 
Clair River. As part of the Great Lakes project, the Com- 
mission authorized Midwestern to expand the capacity of 
its pipeline to receive from Trans-Canada and deliver an 
additional 113,000 Mef per day of Canadian gas to Mich- 
igan Wisconsin to meet the increased requirements of its 
markets on a long-term basis. Michigan Wisconsin was 
authorized to make interim deliveries on a displacement 
basis to Trans-Canada during the first two years, utilizing 
the additional deliveries from Midwestern for that purpose. 


The Commission’s approval of the Great Lakes project 
followed a comparative hearing involving the mutually ex- 
clusive proposal of Petitioners, which the Commission de- 
nied by the opinions and orders here under review. 


The following background and history of the proceedings 
are relevant to the questions before the Court for review. 


A. The Background of the Great Lakes Project and the Prior 
Certificate Proceedings 

In 1958 Trans-Canada, a corporation incorporated under 
Special Act of the Canadian Parliament, completed its nat- 
ural gas pipeline extending from Alberta across Canada to 
the gas consuming areas of eastern Canada. Because of 
the growing demands in eastern Canada, Trans-Canada 
quickly recognized, however, that within a few years it 
would become necessary to deliver greater quantities of gas 
to its customers in Ontario and Quebec than could be trans- 
ported through its original 30-inch pipeline east of Winni- 
peg (R. 3694-95). 

As a result of preliminary studies made in 1961, Trans- 
Canada concluded that the most economical method of 
transporting large volumes of additional gas to eastern 
Canada would be by a pipeline constructed through the 
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United States following the general route of the petroleum 
products line owned by Lakehead Pipeline Company. This 
route would be shorter than looping Trans-Canada’s line in 
Canada and would avoid the more costly construction 
through the solid granite traversed by that line (R. 217- 
219; 3688; 3694-95). 

While the principal purpose of the line would be to serve, 
in effect, as a ‘‘loop’”’ of its pipeline to eastern Canada, 
Trans-Canada recognized from the outset that sales of gas 
in the United States would be important to the economic 
feasibility of the new line. Trans-Canada therefore ap- 
proached American Natural Gas Company (“American 
Natural’’), the parent of Michigan Consolidated and Wis- 
consin Gas Company, and other ‘‘distributor-oriented”’ gas 
systems in the United States to determine whether they 
would be interested in participating in studies leading to a 
joint pipeline project (R. 218-19). American Natural con- 
cluded that a direct pipeline connection to the vast gas re- 
serves of western Canada would be important to assure 
long-range gas supplies for the public in the areas it serves 
and, accordingly, agreed to join in such studies (R. 1725- 
26)5 

Following extensive joint engineering and economic 
studies, Trans-Canada and American Natural formulated 
the basic plans that were ultimately embodied in the joint 
Great Lakes project (R. 82-83; 142; 1721-24; 1788). How- 
ever, late in 1964, when no agreement had been reached as 
to the volumes and timing of the American Natural system’s 
purchases of additional Canadian gas or the respective 
ownership participations in the project, Trans-Canada de- 
cided to proceed alone with the Great Lakes project. Great 


5 The American Natural system contributed over $55,000 toward the cost 
of these studies (R. 62838). The other gas systems approached by Trans- 
Canadas were the Consolidated Natural Gas system, which distributes gas in 
Cleveland and Pittsburgh, and Natural Gas Pipeline Company of America, 
an affiliate of Peoples Gas Light & Coke Company, which serves Chicago. 
These systems also participated in the joint studies but thereafter elected not 
to join in the project (R. 219-22). 
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Lakes was incorporated in Delaware as a wholly-owned 
subsidiary of Trans-Canada, and applications were filed 
with the Commission in Docket Nos. CP65-171, et al., re- 
questing authority to construct a 36-inch line through the 
United States (R. 143; 3695). 


Shortly thereafter, American Natural’s pipeline subsidi- 
ary, Michigan Wisconsin, and Midwestern met with Trans- 
Canada to discuss an alternative plan under which Michigan 
Wisconsin and Midwestern would deliver the same volumes 
of gas to eastern Canada by utilizing their existing facili- 
ties in large part and by employing an exchange-displace- 
ment principle. However, Trans-Canada’s representatives, 
after studying the plan, told Michigan Wisconsin and Mid- 
western that they preferred to proceed with the Great 
Lakes application, which they felt was more economical 
and gave Trans-Canada greater operating flexibility (R. 
1721-23). 


Michigan Wisconsin and Midwestern were convinced, 
however, that the original Great Lakes proposal could not 
be certificated by the Commission for several reasons.° 
First, the proposal appeared clearly uneconomic to them, 
since under its projections Great Lakes would operate in 
essentially a continuous loss position and made no provision 
for payment of Federal income taxes (R. 1721; 1788) ; and 
second, the proposal did not provide for utilization of the 
cheap expansibility of Midwestern’s line from Emerson to 
central Wisconsin (R. 1722). Accordingly, Michigan Wis- 
consin and Midwestern submitted their exchange-displace- 
ment plan to the Commission in May of 1965 as an alterna- 
tive to the Great Lakes proposal. 


In July of 1965, prior to commencement of hearings on 
their respective applications, Trans-Canada’s representa- 
tives approached American Natural and suggested a re- 


6 As will be pointed out below (p. 25), Northern was of the same opinion. 
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sumption of negotiations concerning a joint Great Lakes 
project embodying the eee of the earlier joint studies 
(R. 1723). 


At the outset of these discussions, Trans-Canada pointed 
out that there was considerable opposition in Canada to 
the transportation of gas to eastern Canada through the 
United States and emphasized that, in order to gain neces- 
sary approvals in Canada and to meet Trans-Canada’s 
essential requirements, any such proposal must embody 
three basic principles: (1) eastern Canada must be supplied 
from western Canadian gas reserves; (2) the proposal must 
provide for immediate construction of a direct, through 
line; and (3) Trans-Canada must participate in the owner- 
ship and management of the facilities located in the United 
States which were to be used principally to transport 
western Canadian gas to eastern Canada and to serve as a 
connecting link between Trans-Canada’s western and 
eastern Canadian pipeline systems. Since the Midwestern- 
Michigan Wisconsin exchange-displacement proposal did 
not satisfy these principles, Trans-Canada stated unequiv- 
ocally that it could not agree to transport gas to eastern 
Canada by that method (R. 1537-39; 1723-24; 1767; 5870- 
71; 5881-82). At the same time, Trans-Canada recognized 
that its pending Great Lakes proposal faced serious diffi- 
culties in obtaining United States and Canadian Govern- 
mental approvals (R. 1538-39). 


It was under these circumstances that the parties re- 
sumed discussions concerning a joint project that would 
reflect the best features of both proposals and would both 
satisfy the principles deemed essential by Trans-Canada 
and meet the requirements of the Natural Gas Act (R. 
1767). The result of these discussions was the formulation 
of the Great Lakes project as presented to, and approved 
by, the Commission. This project contemplates the con- 
struction of the Great Lakes line in two steps; utilization 
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of the facilities of Michigan Wisconsin and Midwestern dur- 
ing an interim period to enable Great Lakes to initiate de- 
liveries to eastern Canada prior to completion of the entire 
line; sales of gas in the United States to the American 
Natural system; and full utilization of the cheap expansi- 
bility of Midwestern’s line on a long-term basis.” 


Following agreement in principle upon the essentials of 
the new project, and prior to the execution of any formal 
agreements or the filing of new certificate applications, 
Great Lakes, Michigan Wisconsin and Midwestern sub- 
mitted petitions in which they advised the Commission of 
their negotiations, spelled out the details of the revised 
project and requested leave to withdraw their pending 
applications so that the new project could be filed (R. 
5653-58). None of the parties to the proceeding, including 
Petitioner, objected to these requests, and by order of Au- 
gust 6, 1965, the Commission granted leave to withdraw 
the applications.® 


Thereafter, Trans-Canada and American Natural pre- 
pared and entered into the Corporate Agreement covering 
their joint ownership of Great Lakes (RB. 8042-80) and a 
Precedent Agreement (R. 8121-25), to which were attached 
contracts covering the transportation, purchases and sales 
of gas associated with the revised Great Lakes project (R. 
8126-8211). Upon completion of additional engineering 
studies and preparation of necessary exhibits, Great Lakes 
filed its applications on October 15, 1965, requesting the 
issuance of a certificate of public convenience and necessity 
under Section 7 of the Natural Gas Act, import and export 
licenses under Section 3 of that Act and Presidential Per- 
mits authorizing the facilities at the International Bound- 


7 The project is described in detail in Opinion No. 521 (RB. 69397-98). After 
completion of the main line in the Fall of 1968, increases in capacity for the 
succeeding three years will be provided by adding compressor engines at rela- 
tively small additional cost. 

8A copy of the Commission’s order is attached as Appendix B to Peti- 
tioners’ brief. 
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ary (Docket Nos. CP66-110, e¢ al.). The companion appli- 
eations of Michigan Wisconsin and Midwestern for author- 
ity to construct and operate the additional facilities associ- 
ated with the Great Lakes project were filed at or about 
the same time (R. 61405; 61624). The filings contemplated 
that the first phase of the Great Lakes project would be 
completed and in operation by November 1, 1966 and the 
balance of the project a year later. 


B. Proceedings Before the Securities and 
Exchange Commission 

As a registered holding company under the Public Utility 
Holding Company Act of 1935, 15 U.S.C. §79, ef seq, 
American Natural could not participate in the ownership 
of Great Lakes until it had been authorized to do so by 
the Securities and Exchange Commission (‘‘S.B.C.””) under 
Section 10 of that Act (Appendix A hereto). Accordingly, 
shortly before Great Lakes filed its certificate application 
with the Federal Power Commission, American Natural 
filed an application with the S.E.C. requesting authority to 
become a joint owner with Trans-Canada of the stock of 
Great Lakes. 


Notice of American Natural’s application for authority 
to participate in the Great Lakes project was duly issued 
on January 13, 1966 (Holding Company Act Release No. 
15383). Thereafter, finding such participation to be ap- 
propriate in the public interest and in the interest of in- 
vestors and consumers, the S.E.C., on March 7, 1966, issued 
its order authorizing American Natural to acquire 50% 
stock ownership in Great Lakes, which thereby became 
subject to regulation by the S.E.C. under the Holding Com- 
pany Act.’ 


C. Proceedings Before the Federal Power Commission 


By Notices issued on October 25 and November 2, 1965 
(R. 61762 ; 61767 ; 61771), the Commission described the new 
applications filed by Great Lakes, Midwestern and Michigan 


9A copy of the order of the S.E.C. is attached hereto as Appendix B. 
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Wisconsin and provided that protests or petitions to inter- 
vene must be filed on or before November 22, 1965. 


On November 22, 1965—the last day for interventions— 
Petitioner Northern Natural Gas Company (‘‘Northern’’), 
a natural gas pipeline system which transports gas from 
the Southwest to markets in the Midwest, including Min- 
nesota, the Upper Peninsula of Michigan and parts of 
Wisconsin, filed a petition for leave to intervene on the 
ground that the Great Lakes project ‘‘will be located in 
and will traverse areas and markets in which Northern 
presently operates certificated facilities’’"—i.e., would be a 
potential competitor of Northern. In addition, Northern 
indicated for the first time that it intended to file an alterna- 
tive proposal to the Great Lakes project and took pains to 
point out that, when filed, ‘‘the applications of Northern, 
Great Lakes, Michigan Wisconsin and Midwestern must be 
heard and determined in a comparative consolidated pro- 
ceeding’? (R. 61951-52). 

Northern and a newly-incorporated subsidiary, Northern 
Natural Gas Transportation Company (‘Transportation 
Company’’), thereafter filed applications for authority to 
perform an exchange-displacement service involving the 
receipt of gas from Trans-Canada at Emerson and the de- 
livery of equivalent volumes to Trans-Canada at St. Clair 
and Sault Ste. Marie and to Michigan Consolidated in the 
Upper Peninsula of Michigan and at Belle River Mills. 
Northern did not offer to purchase any Canadian gas; in- 
stead, Northern simply assumed the same supply and 
markets as those embodied in the Great Lakes project. 
Northern proposed to render the service by looping a por- 
tion of its 20-inch line in northern Minnesota and by having 
Transportation Company construct three widely separated 
segments of pipeline: (1) from Emerson to Northern’s 
existing system in northern Minnesota; (2) from North- 


10 Furthermore, Northern filed its application without ever having even con- 
sulted Trans-Canada, Michigan Wisconsin or Midwestern, whose participations 
would have been essential to Northern’s proposal (R. 2490). 
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ern’s system in Iowa to St. Clair, Michigan; and (3) from 
the end of Northern’s system in the Upper Peninsula 
of Michigan to Sault Ste. Marie! Northern’s proposal 
contemplated that the Canadian gas received at Emerson 
would be absorbed in its markets at the northern end of 
its system and that eastern Canada would be supplied with 
gas produced from Northern’s gas reserves in the south- 
western United States. 


On January 12, 1966, shortly after receipt of the Northern 
Companies’ applications, Trans-Canada and Great Lakes 
filed a Joint Motion for Rejection or Dismissal of Applica- 
tions (R. 62809) to which was attached an affidavit of Trans- 
Canada’s President, Mr. J. W. Kerr, pointing out the same 
basic policy considerations Trans-Canada had outlined to 
American Natural in July of 1965, when joint discussions 
were resumed. Since Northern’s exchange-displacement 
proposal was inconsistent with those principles, Trans- 
Canada urged the Commision to dismiss or reject North- 
ern’s applications as incapable of consummation. (R. 
62828-30). Michigan Wisconsin, Michigan Consolidated 
and a number of other parties filed concurrences in the 
Motion of Trans-Canada and Great Lakes (R. 62836-49). 
Midwestern filed a separate motion to dismiss in which it 
stated that since its purchase and sales agreements with 
Trans-Canada and Michigan Wisconsin were based directly 
upon the Great Lakes project, Midwestern could not con- 
sider an alternate to that project, even if such alleged 
alternate purported to allow approval of Midwestern’s 
applications at Docket Nos. CP66-119, et al. (R. 63908-16). 


Northern nevertheless insisted that it was entitled to a 
full comparative hearing on its proposal under the princi- 
ples of Ashbacker Radio Corp. v. Federal Communications 
Commission, 326 US. 397 (1945). Asa result, by order 


11 See map attached to the Commission’s opinion (R. 69422). The map 
attached to Petitioners’ brief as Appendix C is not a part of the record and 
contains serious errors and distortions. 
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of February 23, 1966 (R. 64357), the Commission consoli- 
dated the applications of Great Lakes, ef al., and the 
Northern Companies for a hearing to commence April 19, 
1966. 


Beginning on that date, witnesses for the various appli- 
cants and intervenors presented prepared testimony and 
were cross-examined in great detail on every phase of the 
case. At the conclusion of the hearings a briefing schedule 
was prescribed providing for the filing of all briefs by 
September 12, 1966 (R. 3007).4 


D. Action Taken by the Government of Canada 


Meanwhile, during March of 1966, hearings had been held 
in Canada before the National Energy Board on Trans- 
Canada’s application for a certificate of public convenience 
and necessity to construct facilities in Canada and licences 
to export and import the volumes of gas associated with 


the Great Lakes project. The principal issue before the 
Board was whether Trans-Canada should be permitted to 
transport the additional gas required by eastern Canada 
through the United States, utilizing the Great Lakes line, 
or should be required to transport that gas through addi- 
tional facilities to be constructed wholly within Canada 
(R. 1538-39). 


12 Prior to the close of the record on June 23, 1966, testimony of 77 wit- 
nesses was presented, approximately 275 exhibits and 18 items by reference 
were received—most of them voluminous—and nearly 3,000 pages of transcript 
were taken. 


18 Northern objected to an expedited briefing schedule which was proposed by 
Great Lakes in an effort to obtain a decision in time to provide badly-needed 
gas to eastern Canada by the Fall of 1966 (R. 2998-3004). In response to Great 
Lakes’ motion to omit an examiner’s decision, Northern contended that Trans- 
Canada had not demonstrated that the requirements of eastern Canada for 
the 1966-67 heating season were of an emergency character. In view of this 
contention and objections by other opponents of the project, the Commission 
denied Great Lakes’ motion (R. $7628-29), which ended any possibility that 
the first phase of the Great Lakes project could be constructed in 1966 as 
planned. 
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On August 25, 1966, the Government of Canada issued a 
statement announcing that the Government was unable to 
approve the issuance of the export and import licences re- 
quired to permit Trans-Canada to transport gas through 
the Great Lakes line (R. 68028-31). The Government’s ac- 
tion was based principally upon the conclusion that the 36- 
inch Great Lakes line ‘‘would almost inevitably become the 
main line’? to eastern Canada, with Trans-Canada’s 
Canadian facilities assuming a secondary position, and 
upon the fact that the facilities for bringing western Cana- 
dian gas to eastern Canadian markets would be located out- 
side Canadian jurisdiction. 


Thereafter, Trans-Canada held a number of meetings 
with representatives of the Government of Canada in an 
effort to meet the Government’s opposition to utilizing the 
Great Lakes line to transport western Canadian gas to east- 
ern Canada. Ultimately, Trans-Canada was able to satisfy 
the Government’s objections by entering into a Memoran- 
dum of Agreement with the Government dated October 4, 
1966 (R. 6422-33) containing commitments designed to in- 
sure that Trans-Canada’s northern Ontario line would re- 
main the ‘“‘main line’’ to eastern Canada and a further 
commitment that Trans-Canada would never dispose of its 
50% stock interest in Great Lakes without Canadian Gov- 
ernment approval (R. 6431). 


On the basis of these undertakings the Government of 
Canada, on October 4, 1966, issued an Order-in-Council 
approving the issuance of the Certificate, Order and Li- 
cences required by Trans-Canada in connection with the 
Great Lakes project (R. 68115-17). Concurrently there- 
with, the respective authorizations referred to were issued 
by the National Energy Board specifically authorizing the 
construction of facilities in Canada and the exportation and 
importation of gas to be transported through the Great 
Lakes project, contingent upon the Federal Power Com- 
mission’s certification of Great Lakes (R. 68118-54). 
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E. Reopened Proceedings Before the Federal 
Power Commission 


On December 23, 1966, the Commission issued an order 
remanding the proceedings to the Examiner to decide 
whether any changes had occurred since the close of the 
record which would render inappropriate an evaluation of 
the Great Lakes or competing proposals on the basis of 
the existing record. Thereupon, on January 17, 1967, 
Northern filed a Motion to Reopen the Record (R. 68498- 
504) requesting, among other things, that the record should 
be reopened for the receipt of new evidence to be presented 
by Northern regarding an alternative plan suggested by 
Staff Counsel in a brief filed the preceding August—a plan 
which Northern had then said ‘‘deserves no serious con- 
sideration’’ (R. 68043)."* Northern’s argument was that 
no affirmative evidence had been presented with respect to 
Staff Counsel’s plan; that Scenic Hudson*™ required the 
Commission to consider possible alternatives to the projects 


presented by the applicants; and that Northern would cure 
this alleged deficiency in the record by presenting evidence 
regarding the “essential elements’’ of Staff Counsel’s plan 
which would demonstrate, however, that it was inferior 
to Northern’s own proposal (R. 68500). 


On January 24, 1967, the Examiner ruled that the record 
should be reopened for the receipt of evidence relating to 
the effect of the Canadian Government’s authorizations 
upon the Great Lakes project (R. 3150) and that, since the 


14 Staff Counsel’s plan envisaged a four-party exchange-displacement ar- 
rangement under which Midwestern would enlarge its existing pipeline facili- 
ties to deliver gas received from Trans-Canada at Emerson to Northern at 
North Branch, Minnesota and to Michigan Wisconsin at Marshfield, Wisconsin ; 
Northern would extend its upper Peninsula line to Sault Ste. Marie and would 
enlarge its existing Janesville line to deliver additional gas to Michigan Wis- 
consin; and Michigan Wisconsin would construct a line from its existing facili- 
ties in western Michigan to St. Clair for delivery to Trans-Canada (R. 67863). 


15 Scenic Hudson Preservation Conference v. F.P.C., 354 F. 2d 608 (2nd Cir. 
1965), cert. denied 384 U.S. 941. 3 
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record had to be reopened on that issue, he would grant 
Northern’s request to present evidence concerning Staff 
Counsel’s plan although, if that had been the sole motion 
pending, he ‘‘would be inclined to deny it’’ (R. 3153). The 
Examiner then fixed March 1 as the date for Northern to 
file its new testimony and exhibits and March 8 for the 
commencement of cross-examination thereon. 


In view of the critical needs of the eastern Canadian 
markets for additional gas, already postponed for a full 
year, the prospect that the’ record would be reopened for 
the receipt of new evidence by Northern, followed by briefs, 
an Examiner’s decision and exceptions before the case even 
reached the Commission for decision, appeared to spell the 
demise of the Great Lakes project. The Government of 
Canada advised Trans-Canada that it must make additional 
gas service available to eastern Canada by the Fall of 1967, 
and that if the Federal Power Commission decision could 
not be obtained in time to permit construction of the first 
phase of the Great Lakes project during the Summer of 
1967, Trans-Canada must present plans to increase the ca- 
pacity of its Canadian pipeline to provide that service in 
lieu of Great Lakes. 


In a letter to Trans-Canada dated February 2, 1967 (R. 
68527), the Minister of Energy, Mines and Resources stated 
that ‘“While fully supporting the Great Lakes project, the 
Government has an overriding concern that additional gas 
must be supplied to Eastern Canada by next winter’s heat- 
ing season.”? He concluded with the following directive: 


“Accordingly, should it become apparent that the 
Great Lakes project cannot be approved in time to 
permit deliveries to Eastern Canada this year, Trans- 
Canada should promptly submit to the National Energy 
Board an application for certification of additional 
pipe line facilities to be constructed in Canada.”’ 


Because it thus appeared that the Great Lakes project 
might be defeated by the lapse of time, Great Lakes, e¢ al., 


on February 3, 1967, filed an Appeal from the Presiding 
Examiner’s ruling (R. 68508-27), and on February 17, 
1967, Great Lakes, et al., filed a Request for Waiver and 
Omission of Intermediate Decision Procedure and for Oral 
Argument Before the Commission (R. 68618-26). By order 
issued March 3, 1967 (R. 68697-99), the Commission denied 
Great Lakes’ Appeal and allowed Northern to submit its 
additional evidence. However, the Commission waived an 
Examiner’s decision, prescribed an expedited briefing 
schedule to follow the receipt of Northern’s evidence, and 
provided for oral argument to be heard by the Commission 
on April 21, 1967. 


Presentation of Northern’s additional evidence was begun 
on March 8, 1967. However, rather than submitting evi- 
dence regarding Staff Counsel’s plan, which had been the 
ostensible basis for its Motion to Reopen the Record, 
Northern instead submitted evidence regarding a new varia- 
tion of its own original proposal.’* At the same time, 


Northern filed a so-called ‘‘Offer of Settlement”? involving 
still another variation of its original proposal (R. 68700- 
06). 


Following the close of the record, extensive supple- 
mental briefs were filed, and on April 21, 1967, the Com- 
mission heard oral argument lasting a full day. There- 
after on June 20, 1967, the Commission issued its Opinion 
No. 521 and order unanimously authorizing construction 
and operation of the Great Lakes project and denying 
Northern’s mutually exclusive application (R. 69391-424) 37 
The Commission also gave full consideration to the merits 


16 While Northern labeled its new alternative ‘‘Modified Staff Proposal,’’ 
Great Lakes demonstrated that it was actually merely a modification of North- 
ern’s original proposal and bore only superficial resemblance to Staff Counsel’s 
plan (R. 6757-58). 


17 The Commission also issued Presidential Permits under Executive Order 
10485 covering the facilities at the International Boundary with the favorable 
recommendations of the Secretary of State and the Secretary of Defense 
(R. 69423). 
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of Staff Counsel’s plan and Northern’s modified proposal 
and specifically found that both proposals were ‘‘inferior 
to that of Great Lakes” (R. 69414). On August 9, 1967, 
the Commission issued its Opinion No. 521-A and order 
unanimously denying applications for rehearing filed by 
Northern and certain other parties (R. 69525-31). 


F. Subsequent Proceedings Before the Securities and 
Exchange Commission and in This Court 
In order to provide the funds necessary to construct 
the first phase of the Great Lakes project, Great Lakes 
and American Natural filed a Joint Application with the 
S.E.C. under the Public Utility Holding Company Act re- 
questing approval of (1) the issuance of 99,900 shares of 
Great Lakes’ common stock each to Trans-Canada and 
American Natural (raising the number of shares owned by 
each to 100,000 of $100 par value stock) to fund cash ad- 
vances of $20,000,000 theretofore made by the two parents; 
and (2) the issuance of up to $30,000,000 of promissory 
notes to four banks. By order of June 29, 1967, the S.E.C. 
authorized the issuance of the additional common stock and 
notes (Holding Company Act Release No. 15775). 


Subsequently, on October 2, 1967, Great Lakes and 
American Natural filed an Application with the S.E.C. 
to finance construction of the balance of Great Lakes’ line 
in 1968. This financing included the issuance by Great 
Lakes of 70,000 additional shares of its common stock each 
to Trans-Canada and American Natural, thereby increas- 
ing the total equity of Great Lakes to $34,000,000, and the 
issuance of up to $190,000,000 of two-year promissory notes. 
By order of November 27, 1967, the $.E.C. authorized 
Great Lakes to issue these securities (Holding Company 
Act Release No. 15906). 


Tn order to meet the essential requirements of the eastern 
Canadian markets during the Winter of 1967-68, construc- 
tion of the first phase of the Great Lakes line and the re- 


17 


lated facilities of Midwestern and Michigan Wisconsin was 
begun promptly after issuance of the Commission’s order on 
June 20. Service to eastern Canada through a portion of 
Great Lakes’ first-phase facilities was commenced on Sep- 
tember 23, and the entire first-phase line went into service 
on December 1, 1967. Pipe, compressor engines and other 
materials for the approximately 800-mile second-phase 
construction have been received or are being manufactured, 
most of the right-of-way has been acquired, and construc- 
tion of the second-phase facilities has been commenced in 
order to provide the greatly increased volumes of gas 
required by eastern Canada beginning in the Fall of 1968. 


On October 2, 1967 Petitioners filed their Petition for 
Review in this Court. Petitioners had not requested the 
Commission to stay its orders authorizing construction of 
the Great Lakes project and did not at that time apply for 
a stay from this Court. However, on January 18, 1968 
Petitioners filed a Motion for Partial Stay seeking an or- 


der suspending construction of the second phase of the 
Great Lakes’ project. Following receipt of Answers by the 
Commission and these Intervenors, and after hearing oral 
argument, this Court issued an order on January 31, 1968 
denying the stay. 


SUMMARY OF ARGUMENT 


1. In issuing certificates of public convenience and neces- 
sity to Great Lakes, et al., and denying Northern’s mutu- 
ally exclusive application, the Commission fully discharged 
its obligation to take account of antitrust considerations 
in determining public convenience and necessity in certifi- 
cate proceedings under the Natural Gas Act. The Com- 
mission compared the proposals from the standpoint of 
the need for competition in the respective areas involved 
and the ability of each to offer effective competition, find- 
ing the Great Lakes project clearly preferable, ‘‘for in 
the area in which it has the potential for competing with 
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Northern, Northern presently is without any competitive 
spur’’ (R. 69527). 


The Commission’s finding is supported by evidence show- 
ing that Northern, which has a monopoly of pipeline supply 
in areas of northern Minnesota, Wisconsin and the Upper 
Peninsula of Michigan where Great Lakes will be a poten- 
tial competitor, has utilized that position to obtain con- 
tracts with all of the large taconite plants in the area re- 
quiring that they purchase all of their present and future 
natural gas requirements from Northern. Northern has 
also refused to permit its distribution customers to serve 
such plants so that Northern can supply the plants directly 
at unregulated rates. On the other hand, the areas that 
would have been traversed by Northern’s proposed line are 
already served by two major pipeline systems, while a 
third major pipeline is located nearby. 


The Commission properly rejected claims made by North- 
ern that the Great Lakes project contravenes antitrust 
policies because of the joint ownership by Trans-Canada 
and American Natural. The withdrawal, with the Commis- 
sion’s approval, of the alternative applications originally 
filed by Great Lakes and Michigan Wisconsin-Midwestern 
did not reduce the number of pipelines that could have been 
constructed but substituted: a feasible joint project for pro- 
posals which Northern itself regarded as ‘‘deficient’’ and 
incapable of consummation. 


Trans-Canada and American Natural are not present 
competitors, as Northern concedes. And since only one 
new pipeline could feasibly be constructed in the area, as 
the Commission found, they could not have been potential 
competitors for the service to be provided by Great Lakes. 
Furthermore, the public interest in having both Canadian 
and United States participation in the management of this 
international undertaking makes the joint ownership of 
Great Lakes by Trans-Canada and American Natural en- 
tirely appropriate and desirable. 
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Northern’s contention that those associated in the Great 
Lakes project engaged in a ‘‘boycott”’ of Northern’s pro- 
posal is absurd. Each of those companies independently 
concluded, for sound economic and policy reasons, that 
Northern’s proposal was not in its best interest or in the 
interest of the consumers it serves. Northern, on the other 
hand, flatly refused to purchase gas from Great Lakes on 
the basis of economic arguments which the Commission 
found to be highly questionable. Furthermore, since the 
Commission assumed for purposes of comparison that 
Trans-Canada’s gas supply and markets were equally avail- 
able to Northern, the latter’s proposal was given full com- 
parative consideration on its merits. 


Northern’s contention that Great Lakes represents an 
impermissible ‘‘vertical combination”’ is refuted by numer- 
ous decisions of both the Federal Power Commission and the 
Securities and Exchange Commission that the common 
ownership of natural gas pipeline and distribution systems 


is in the public interest, including the conclusion of both 
Commissions in this case that American Natural’s partici- 
pation in the ownership of Great Lakes is an appropriate 
means of assuring adequate future gas supplies to consum- 
ers in the areas it serves. 


2. Northern’s further claim that the joint ownership of 
Great Lakes by Trans-Canada and American Natural makes 
it an unqualified applicant because of alleged inherent con- 
flicts of interest was specifically considered and rejected by 
the Commission, which found a ‘‘sufficient community of 
interest between the controlling parent corporations to as- 
sure that Great Lakes will be a viable entity’? (R. 69527). 
Furthermore, the Government of Canada has expressly ap- 
proved Trans-Canada’s joint and equal participation with 
American Natural in the project. Northern simply argues, 
without evidence or justification of any kind, that Trans- 
Canada and American Natural would engage in prospective 
conduct which would contravene the public interest. At the 
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same time, Northern ignores evidence of record concerning 
the potential for conflicts of interest that would flow from 
Northern’s alternative proposal. 


3. In objecting to the merits of the Commission’s deter- 
mination that the Great Lakes project should be approved 
and the mutually exclusive proposal of Northern should be 
denied, Petitioners are asking this Court to reweigh the 
evidence, make new findings and reach a judgment contrary 
to that made by the Commission. After a full compara- 
tive hearing, the Commission carefully evaluated and made 
detailed findings on the relative merits of the two pro- 
posals from every aspect, including location and route of 
the pipelines, the estimated costs of construction, proposed 
rates, economic feasibility, cheap expansibility, supply in 
case of emergencies, and potential competition. These 
findings clearly have a rational basis and are fully sup- 
ported by substantial evidence. 


ARGUMENT 


I. THE COMMISSION GAVE APPROPRIATE CONSIDERA- 
TION TO ANTITRUST POLICIES IN CERTIFICATING 
THE GREAT LAKES PROJECT 


The Federal Power Commission’s opinions in this pro- 
ceeding demonstrate that the Commission fully recognized 
and carried out its obligation to take account of antitrust 
considerations in determining public convenience and ne- 
cessity in proceedings under the Natural Gas Act.’* In its 
Opinion No. 521 the Commisison found that one of the ad- 
vantages of the Great Lakes project is the fact that ‘‘it will 
provide a basis for further competition in the midwest’’ and 
‘“‘may well serve as a competitive stimulus”’ (R. 69412-13). 


In denying rehearing, the Commission expressly rejected 
Northern’s arguments that the Great Lakes project had 


18 California v. Federal Power Commission, 369 U.S. 482 (1962); City of 
Pittsburgh v. Federal Power Commission, 99 U.S. App. D.C. 113, 237 F. 2d 
741 (1956). : 
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anticompetitive implications and added (R. 69527): ‘‘In- 
deed, one of the bases for our certification of Great Lakes 
was the competitive advantage it had over the proposals of 
the Northern companies.’? The Commission then con- 
trasted the potential competition that could be provided by 
each of the alternative proposals and concluded (R. 69527) : 


<c*# * * Were competition the only criteria before the 
Commission the question would then be which of those 
areas is more in need of a competitive stimulus. Thus 
viewed, we think it clear that the Great Lakes pro- 
posal would have to be found preferable, for in the 
area in which it has the potential for competing with 
Northern, Northern presently is without any competi- 
tive spur.’’ 


Northern contends (Pet. Br. 32-33) that the Commission 
erred in its consideration of the effects upon competition 
of the respective proposals in that it ‘‘gave controlling 
weight to the incremental competition which it believed 


was represented by the Great Lakes’ pipeline without any 
consideration of its anti-competitive consequences.”’ 


We should emphasize, first, that the Commission did not 
ignore Northern’s antitrust contentions concerning the 
Great Lakes project. On the contrary, the Commission 
expressly rejected those contentions after careful and de- 
tailed consideration (R. 69527-29). We will demonstrate 
below that the Commission’s findings were justified and 
required by the record and gave full consideration to anti- 
trust policies. 


Secondly, the effect of Northern’s argument would be to 
require the Commission to ignore the anticompetitive con- 
sequences of certificating the Northern proposal, the rela- 
tive effectiveness of each of the proposals in providing in- 
creased competition in the Midwest and the need for com- 
petitive pipelines in the respective market areas involved. 
Northern suggests, in short, that the comparisons required 
in a comparative proceeding do not extend to consideration 
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of which of the respective proposals best serves the public 
interest by providing competition where competition is 
needed.” Indeed, in view of the anticompetitive implica- 
tions of its own proposal, Northern’s argument, carried to 
its logical conclusion, would require the Commission to deny 
both applications, thereby eliminating any new competition 
in the market areas involved. No rule of law or court de- 
cision requires a regulatory, body to take so restrictive and 
self-defeating a position.” — 


In its brief (pp. 38-39), Northern cites various statistics 
of size and percentage of the market served by the pipe- 
line and distribution subsidiaries of American Natural, and 
states that its pipelines ‘‘supply about 50 per cent of the 
natural gas transported into Wisconsin and about 78 per 
cent of that transported into Michigan.’’ Northern then 
complains that ‘‘of this the FPC says nothing’”’ (Pet. Br. 
p. 39). While these statistics were never submitted in 
evidence and are in some respects grossly erroneous and 
misleading,” they aptly characterize Northern’s restrictive 


19 Northern’s brief, for example, contains no comparison on competitive 
grounds of its proposal with the Great Lakes project, with the single exception 
of its vastly over-simplified and wholly misleading footnote on page 35 
of its brief. 


20 Petitioners’ reliance upon United States v. Philadelphia National Bank, 
374 U.S. 321 (1963) and United States v. Bethlehem Steel Corp., 168 F. Supp. 
576 (S.D.N.Y. 1958) is obviously misplaced (Pet. Br. 34). In each the 
merger of existing competitors was sought to be justified against attack under 
Section 7 of the Clayton Act, 15 U.S.C. § 18, as necessary to enhance their 
ability to compete. Here, however, the question is which of two mutually 
exclusive proposals to construct a new interstate pipeline best meets the stand- 
ards of public convenience and necessity, including providing effective com- 
petition where none presently exists. 


21 Apparently Northern’s calculation that American Natural’s pipelines 
supply 78% of the natural gas ‘‘transported into Michigan”’ ignores the sale 
of over 100 billion cubic feet annually by Trankline Gas Company, a subsidiary 
of Panhandle Eastern Pipe Line Company, to Consumers Power Company, at 
the Michigan-Indiana state line. Michigan Wisconsin actually supplies only 
50.3% of the gas used in Michigan, while Panhandle-Trunkline and Northern 
supply the other 49.7%. 
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and circumscribed view of the Commission’s role in as- 
sessing the competitive effects of mutually exclusive pipe- 
line applications. 


If Northern’s approach were to be applied to its own situ- 
ation, it would reveal, for example, that Northern supplies 
over 98% of all natural gas sold by pipelines in Minnesota. 
This would be a great deal more significant than the fact 
that Michigan Wisconsin supplies 50% of the markets in 
Wisconsin and Michigan, since it discloses that Northern 
presently has virtually no competition throughout the State 
of Minnesota for additional increments of supply. 


But the Commission very properly considered the present 
and potential competitive situation not merely in terms of 
present percentage of sales within particular states, but 
from the standpoint of the existence of, and need for, 
competition to supply additional increments of gas in the 
specific market areas that could reasonably be served by 
the respective pipelines. The Commission found that the 


Great Lakes project will provide a basis for further com- 
petition in the Midwest, particularly in areas where North- 
ern is presently without a “‘competitive spur,’’ whereas 
Northern’s pipeline would traverse areas where present and 
potential competition already exists. This finding is fully 
supported by the record. 


A. GREAT LAKES WILL PROVIDE NEEDED COMPETITION IN 
AREAS WHERE NORTHERN PRESENTLY ENJOYS A 
MONOPOLY 


There is no dispute that in the areas of northern Minne- 
sota, Wisconsin, and the Upper Peninsula of Michigan 
where Great Lakes will provide competition, Northern 
presently enjoys a monopoly of pipeline supply. The rec- 


22In United States v. El Paso Natural Gas Company, 376 U.S. 651, 660 
(1964), the Supreme Court emphasized that in the natural gas industry ‘“The 
competition then is for new increments of demand that may emerge with an 
expanding population and with an expanding industrial or household use of 
gas.’’ 
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ord fully establishes, furthermore, (1) that had North- 
ern’s opposition to the Great Lakes project been success- 
ful, Northern’s monopoly position would have been pre- 
served; and (2) that Northern has resorted to practices in 
those areas which more than support the need for the 
“<eompetitive spur’’ to be provided by Great Lakes. 


Within the past few years, the major American steel 
companies have invested in excess of a billion dollars in 
iron ore taconite (pelletizing) plants located in the Mesabi 
Range of northern Minnesota and the Upper Peninsula of 
Michigan. The processes used in these plants, which con- 
vert low-grade iron ore into pellets having a relatively high 
iron content, require a great deal of heat for which natural 
gas is an ideal source. Northern is presently the sole 
supplier of natural gas to the iron ranges of northern 
Minnesota and the principal pelletizing plants of the Upper 
Peninsula of Michigan (R. 2479-82), and it anticipates very 
significant increases in demands for natural gas as addi- 
tional pelletizing facilities are constructed (R. 5642). 


From Northern’s standpoint, therefore, the basic ques- 
tion in this case was whether Northern must face the com- 
petition of a second pipeline, Great Lakes, for the increas- 
ing requirements of the iron ranges and the Duluth-Supe- 
rior area or would be able to maintain those markets as its 
exclusive preserve. In its Petition to Intervene in the origi- 
nal Great Lakes certificate proceedings (Docket Nos. CP65- 
171, et al.), Northern stated its interest as follows (R. 
5649) : 


“<The pipeline of Great Lakes is proposed to be lo- 
cated in and will traverse areas and markets in which 
Petitioner presently operates certificated facilities and 
areas and markets in which Petitioner is currently 
seeking authority to construct facilities (Cf. Docket 
No. CP64-255, Phase IT).’’ 


However, Northern did not then file a competitive applica- 
tion, as it later did in opposing the joint Great Lakes proj- 
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ect. The reason it did not do so is significant. As North- 
ern’s Vice President and policy witness subsequently testi- 
fied (R. 2486-87) : 


“A. ... we didn’t think it was necessary to indicate 
that we were going to file any competitive application, 
and we never thought that the applications [of Great 
Lakes, et al.] would stand. 

““Q. What do you mean by that, Mr. Sampson? 

“A. Imean ... that in the case of the original Great 
Lakes applications that they were deficient. We 
thought they were deficient, * * * 


When the revised Great Lakes application was filed in 
October, 1965, Northern changed its tactics. Again it re- 
quested leave to intervene on the same basis as before (R. 
61951). Recognizing, however, that the new Great Lakes 
project was not ‘‘deficient’’ and could promptly be certifi- 
eated unless vigorously and effectively opposed, Northern 
concluded that the filing of a competitive application was 


now ‘‘necessary.’? 23 


Accordingly, in its Petition to Intervene filed on Novem- 
ber 22, 1965—the last day for interventions—Northern for 
the first time indicated that it intended to file an “alterna- 
tive’’ proposal.* In order to emphasize that this would 


23 If Northern’s real purpose in filing a competitive application had been 
to mount a project which would provide the benefits to its customers which it 
now claims, it is difficult to understand why Northern did not seize the oppor- 
tunity to present its exchange-displacement proposal as an alternative to the 
original Great Lakes and Michigan Wisconsin-Midwestern proposals, which 
Northern regarded as ‘‘deficient.’’ 


24 Northern’s principal engineering witness testified that he began to pre- 
pare its competitive application in July or August of 1965—‘.c., immediately 
after Trans-Canada and American Natural announced the revised Great Lakes 
project—and that he had been instructed to design ‘‘a mutually exclusive alter- 
native to provide the same services’’ as Great Lakes (RB. 1935-36). 
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foreclose any early disposition of the Great Lakes project, 
Northern added (R. 61952) : 


‘‘Northern’s application will clearly be competitive 
with the proposals of these parties. Therefore, when 
Northern’s application’ is filed, the applications of 
Northern, Great Lakes, Michigan Wisconsin and Mid- 
western must be heard and determined in a compara- 
tive consolidated proceeding.”’ 


One of the principal hazards faced by the Great Lakes 
project was the possibility that the Commission’s decision 
might be delayed to the point where Trans-Canada would 
have no alternative, in view of the urgent requirements for 
gas in eastern Canada, but to abandon the Great Lakes 
project and commence the looping of its Canadian line east 
of Winnipeg. As noted above, Great Lakes’ application 
anticipated that its first phase would be completed by the 
Fall of 1966 and its complete line a year later, and Trans- 
Canada and the distributor companies serving the eastern 
Canadian markets relied heavily upon that time schedule. 
When the comparative hearings and briefing schedule made 
1966 construction impossible, the project was necessarily 
postponed a year with the result that construction of the 
first phase of the project in 1967 became absolutely man- 
datory. 


This, then, was the situation when Northern demanded, 
in January of 1967, that the record be reopened to receive 
evidence, allegedly required by the Scenic Hudson prin- 
ciple, concerning Staff Counsel’s alternative plan which 
had been outlined in a brief filed some five months earlier 
(see supra, p. 13). It is particularly significant, there- 
fore, that when this motion was filed Northern’s repre- 
sentatives held a press conference at which they informed 
the Canadian press that the further hearings demanded by 
Northern would delay any final decision by the Commission 
until late 1967, thus precluding the construction of any fa- 
cilities for service to eastern Canada until 1968—another 
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full year’s postponement—and effectively killing the project 
(R. 3087).* 


It is likewise significant that in March of 1967, after the 
Commission had expedited the proceeding by setting final 
arguments for April 21, Northern informed the Canadian 
press that it would appeal any Commission decision certifi- 
cating Great Lakes, and that this action would also mean 
another year’s delay in providing additional gas to eastern 
Canada. 


It is thus apparent that Northern’s real purpose through- 
out these proceedings has been to prevent construction of 
the Great Lakes line through its territory by delaying cer- 
tification and construction of the line to the point where 
Trans-Canada would be forced to abandon the Great Lakes 
project and loop its line in Canada to meet the critical needs 
of eastern Canada. Northern’s Motion for Partial Stay in 
this Court was simply the latest manifestation of that pur- 
pose. 


The record fully establishes, furthermore, that in the 
areas of northern Minnesota, Wisconsin and the Upper 
Peninsula of Michigan where Great Lakes will provide 
potential competition, Northern has taken advantage of its 
position as sole pipeline supplier to enforce conditions of 
service that are inconsisent with established concepts of 
antitrust and general public policy. 


For example, Northern has utilized that position to re- 
quire in its contracts with the taconite plants in the iron 
ranges that they must not only purchase the volumes of 
gas presently required but that Northern will have a prior 
right to supply any additional gas required by expansions 


25 Pursuant to the previously mentioned directive of the Minister of Energy, 
Mines and Resources (supra, p. 14), Trans-Canada had already submitted 
a proposal to the National Energy Board to expand its farilities in Canada 
during 1967 if a decision on Great Lakes’ application were unduly delayed. 
This proposal was pending the Board’s decision when the Commission’s order 
certificating Great Lakes was issued on June 20, 1967 (BR. 69216-18). 
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of those plants in the future (R. 2524-25). In fact, North- 
ern’s contracts give Northern the right to supply the re- 
quirements of plants not yet even constructed (R. 7928). 


On the basis of these long-term contracts, Northern’s 
policy witness took the position (R. 2508) that ‘“‘we will 
continue to be the only supplier whether or not the Great 
Lakes project is certificated’’ and that even if the Great 
Lakes project were built and could provide an alternative 
source of supply, those plants could not purchase gas from 
Great Lakes even if they wanted to. He further testified 
(R. 2508-09) : 


“¢Q. Many of these plants are proposed or estimated 
to be built and start gas service in 1970 and 1971 as 
I understand it from Mr. Seamonds. 

“¢ Are you telling us you have the prior right to serve 
those plants that are not even definitely projected at 
this time? 

‘CA. Yes.”’ 


Another restrictive practice Northern follows in areas 
where it is the sole pipeline supplier is to refuse to permit 
its distribution company customers to compete for large 
industrial loads which Northern desires for itself. The 
result is that all of the taconite plants supplied by Northern 
are direct sale customers—none is served by the local dis- 
tribution company (R. 2521). 


Northern has accomplished this result by arrogating to 
itself large industrial loads, including plants which could 
be served by its distribution company customers. For 
example, a witness for Michigan Gas & Electric Company 
(‘*M.G. & E.’’), a small distributor serving the Marquette 
area of the Upper Peninsula’ of Michigan, testified in an 
earlier proceeding that when it was negotiating for a supply 
of gas from Northern, M.G.&E. asked whether arrange- 


26 Cf. Section 3 of the Clayton Act, 15 U.S.C. $14. See also Northern 
Pacific Railway Co. v. United States, 356 U.S. 1 (1958). 
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ments could be made for it to serve Cleveland Cliffs Iron 
Company, a large taconite plant, but that ‘‘they [Northern] 
told us no, that they were reserving that customer as their 
customer, not ours’? (R. 2522).77 


The practice of making direct sales to large industrial 
customers at unregulated prices while withholding gas from 
local distribution companies for resale to industry has been 
condemned by the United States Supreme Court and a num- 
ber of other courts and commissions.” For example, in 
Panhandle Eastern Pipe Line Company v. Michigan Public 
Service Commission, 341 U.S. 329, 333-34 (1951), the Court 
referred to that practice as an attempt by the pipeline ‘‘to 
compete for the cream of the volume business without 
regard to the local public convenience and necessity.’? See 
also, e.g., Public Service Commission of Indiana v. Pan- 
handle Eastern Pipe Line Company, 224 Ind. 662, 71 N.E. 
2d 117 (1947), aff’d, 332 U.S. 507. 


The record thus amply supports the Commission’s finding 
that the Great Lakes project will provide a needed 
‘‘competitive spur’’ in the areas where Northern presently 
enjoys a monopoly of pipeline supply.” Furthermore, 
while Great Lakes will traverse the ‘‘thinly populated area 


27 Northern is presently involved in a contested proceeding with M. G. & E. 
before the Commission over whether Northern should make a direct sale to 
White Pine Copper Company plant or should make the gas available to 
M. G. & E. for service to that plant and nearby residential communities in the 
Upper Peninsula of Michigan. Northern Natural Gas Company, Docket No. 
CP67-365. 


28 The Commission has no jurisdiction over the prices charged by pipeline 
companies for gas sold directly to industrial customers. 


29In fact, Northern’s certificate application raises precisely the kind of 
questions referred to in United States v. Radio Corp. of America, 358 U.S. 
334, 351-2 (1959), where the Supreme Court held that ‘‘in a given case the 
Commission might find that antitrust considerations alone would keep the 
statutory standard from being met, as when the publisher of the sole news- 
paper in an area applies for a license for the only available radio and televi- 
sion facilities, which, if granted, would give him a monopoly of that area’s 
major media of mass communication.’’ 
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of northern Minnesota, Wisconsin and Michigan*’ (Pet. 
Br. 35, footnote 15), the taconite plants located in that 
area represent one of the major new natural gas markets 
of the United States. 


B. NORTHERN’S PROPOSAL WOULD NOT HAVE PROVIDED 
COMPARABLE COMPETITIVE BENEFITS 


The Commission concluded in certificating the Great 
Lakes project that Northern’s proposal would not have 
provided comparable competitive benefits (R. 69528). The 
facts fully support that finding. 


In the first place, as the Commission pointed out, the 
area that would have been traversed by Northern’s pro- 
posed new line across Lower Michigan is already served 
by the Panhandle-Trunkline system as well as American 
Natural’s subsidiary, Michigan Wisconsin. Furthermore, 
as the Commission noted, Natural Gas Pipeline Company 
of America, the major supplier of the Chicago area, is lo- 
cated within close proximity. Thus, the Lower Peninsula 
of Michigan is not monopolized by a single pipeline but is 
an area in which competition is present in the form of large 
and aggressive pipeline systems. 

Northern also contends (Pet. Br. 67-68) that the Com- 
mission failed to make appropriate comparative findings 
concerning the potential competitive benefits of the two 
proposals in the areas each would traverse, pointing to 
the fact that Northern’s proposed Ogden-St. Clair line 
would run through ‘‘the vast industrial megalopolis of 
northern Indiana, northern Illinois and southern Michigan’’ 
whereas Great Lakes will traverse relatively sparsely 
populated areas of Minnesota, Wisconsin and Michigan. 
The record shows, however, that Great Lakes is in a far 
better position to furnish additional supplies to the ‘‘vast 
megalopolis’’ and other metropolitan areas of the Midwest 
than Northern would be under its proposal. 


Unchallenged evidence was presented showing that the 
principal need of the Chicago area and other gas-consum- 
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ing markets is for additional winter (or low-load factor) 
deliveries, and that Great Lakes is in an excellent position 
to supply that need by utilizing the extensive underground 
storage fields and existing pipeline facilities of Michigan 
Wisconsin which already traverse the Chicago metropolitan 
area. Northern, on the other hand, has little or no unused 
storage capacity available (R. 5715-16; 5727-28). The 
Commission thus properly found that ‘‘the Great Lakes 
project offers the considerable advantage of passing 
through its huge Michigan storage area’? and concluded 
that the other pipelines serving the Midwest will be able, 
“with relative ease and nominal expense, to take advantage 
of Great Lakes’ ability to transport additional volumes of 
Canadian gas’”’ (R. 69413). 


C. THE COMMISSION PROPERLY TOOK ACCOUNT OF ANTI- 
TRUST CONSIDERATIONS IN _REJECTING NORTHERN’S 
CONTENTIONS WITH RESPECT TO GREAT LAKES 


Northern has made a number of charges to the effect 


that the circumstances surrounding the joint ownership of 
Great Lakes by Trans-Canada and American Natural con- 
travene antitrust policies. These contentions will be 
answered below. 


Preliminarily, however, it should be emphasized that 
these allegations are not made by representatives of the 
public. On the contrary, the States of Michigan and 
Wisconsin, through their Public Service Commissions, have 
strongly supported the Great Lakes project from the out- 
set. Similarly, the Government of Canada, in addition 
to issuing the certificate and licences to Trans-Canada 
upon which the Great Lakes project depends, has taken 
a position ‘‘fully supporting the Great Lakes project”? 
(R. 68527). Thus, it is not the public interest but the 


30 The other state through which the Great Lakes line will pass—Minnesota— 
during the course of the proceedings withdrew its earlier support of Northern 
and opposition to Great Lakes and requested that its name be deleted from all 
documents that had theretofore been filed (RB. 3138-39). The State of 
Minnesota is filing an intervention in this Court in support of the Commis- 
sion’s orders here under review (see fn. 3, supra). 
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private interest of Northern in preserving its monopoly 
that lies behind its charges against Great Lakes. 


Northern has devoted a major portion of its brief to a 
recitation of general antitrust principles and a discussion 
of decisions enunciating those principles. Notwithstanding 
its generalizations and hyperbole, Northern has utterly 
failed to cite any decisions having relevance to the facts 
presented by this record. Furthermore, Northern simply 
ignores the Commission’s findings that, based upon its con- 
sideration of antitrust policies and all other elements of the 
public interest, the Great Lakes project will best serve the 
public convenience and necessity. 


1. The Claim That the Great Lakes Project Is the Result of 
an Agreement Not To Compete 


Northern’s first contention (Pet. Br. 23-25) is that the 
Great Lakes project resulted from an agreement among 
competitors to terminate competition between themselves. 
The fact is, on the contrary, that the formulation of the 
present Great Lakes project substituted a viable proposal, 
capable of being approved by Canadian and United States 
Governmental authorities, for two alternate proposals 
which could not have been approved or consummated, as 
Northern itself expressly recognized and subsequent 
developments confirmed. The factual background of the 
Great Lakes project bears importantly on this issue. 


When Trans-Canada’s representatives resumed discus- 
sions with American Natural in July of 1965, they stated 
unequivocally that an exchange-displacement proposal 
utilizing the facilities of United States pipelines would not 
be acceptable to Trans-Canada or the Canadian Govern- 
mental authorities since it did not provide for (1) utiliza- 
tion of Canadian gas reserves to serve eastern Canada; 
(2) a direct line for the transportation of such gas to 
eastern Canada; and (3) participation by Trans-Canada 
in the ownership and management of the pipeline connect- 
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ing its western and eastern systems (R. 1537-38; 1548; 
1723-24; 1767).3" At the same time, Trans-Canada recog- 
nized that the economic feasibility of the original Great 
Lakes proposal and the likelihood of certification by the 
Commission would be substantially improved by utilizing 
the cheap expansibility of Midwestern and sales of gas to 
the American Natural system (R. 1538-39). The positions 
thus taken by the parties were thereafter fully confirmed 
by the actions of the Canadian Government, the National 
Energy Board and the Federal Power Commission. 


As a condition of its approval of Trans-Canada’s par- 
ticipation in the Great Lakes project, the Government of 
Canada required that Trans-Canada enter into certain un- 
dertakings which were embodied in an Agreement, dated 
October 4, 1966. The Agreement provides in part that 
Trans-Canada will not dispose of its 50% stock interest 
in Great Lakes without the express approval of the Govern- 
ment (R. 6431). The reason for this provision is explained 
in a recital of the Agreement, which states that: 

“‘, . . it is essential that Trans-Canada should at ail 
times retain, directly or through wholly-owned sub- 
sidiaries, ownership of one-half of the shares of Great 
Lakes and the consequent participation in the manage- 
ment and operations of Great Lakes; . . .”? (R. 6423). 


Secondly, in order to assure that the vast gas reserves 
of western Canada would be directly behind service to 
eastern Canada, the authorization granted by the National 
Energy Board to Trans-Canada for the transportation of 
gas through the United States specifically provided (R. 
6401) that the gas to be imported into eastern Canada must 
be the ‘‘same gas”? exported at Emerson; further, Condi- 
tion (5) of that Licence provides (R. 6402): 

“*(5) The Licencee may export under the Licence only 
that gas which is to be imported under it, and 
shall import all such gas so exported.’? 


31 The reasons for these principles of Canadian policy are further discussed 
below, infra, p. 41. 
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These provisions confirmed the fact that Canadian 
Government policy precluded any long-term exchange-dis- 
placement proposal by which United States gas would be 
delivered to eastern Canada in exchange for Canadian gas, 
such as the original Michigan Wisconsin-Midwestern pro- 
posal or Northern’s subsequent proposal. 


So far as the original Great Lakes proposal was con- 
cerned, in addition to doubt as to its economic feasibility, 
the absence of participation by any United States represent- 
ative made its certification by the Commission highly prob- 
lematical. In its Opinion No. 521-A denying rehearing, the 
Commission specifically stated (R. 69529) : 


«©. . . We do think, however, that in the interest of 

national security, as well as in the overriding interests 

of the American consumers, it is most preferable, if 

indeed not indispensable, that American interests par- 

ticipate in the management of a major pipeline which 

= to traverse a significant portion of the United 
tates.”” 


Northern itself was also of the opinion that neither the 
original Great Lakes nor the alternative Michigan Wis- 
consin-Midwestern applications could have been approved. 
As noted above (supra, p. 25), Northern’s policy wit- 
ness testified in this proceeding that the reason Northern 
had not filed a competing proposal in the original Great 
Lakes proceedings was that Northern had concluded that 
both of the original proposals were ‘‘deficient,”’ adding 
that Northern ‘‘never thought that the applications would 
stand’? (R. 2486-87). 


Northern’s present argument thus comes to the proposi- 
tion that Trans-Canada and American Natural were 
required to pursue applications which Northern itself con- 
sidered ‘‘deficient”’ to the point of denial by the Commis- 
sion and the Canadian Government rather than substitating 
a joint proposal incorporating the best features of each, 
which the Commission, the National Energy Board and the 


35 


Government of Canada could—and did—find to be in the 
public interest of both countries. We respectfully submit 
that no antitrust or other public policy requires so self- 
defeating and pointless a course of conduct. 


It should further be emphasized that before substituting 
the joint Great Lakes project for their pending applica- 
tions, Great Lakes, Michigan Wisconsin and Midwestern 
sought and obtained Commission approval to do so. As 
noted above, prior to the execution of any formal agree- 
ments or the filing of new certificate applications, Great 
Lakes, Michigan Wisconsin and Midwestern all submitted 
petitions outlining the principal terms of the proposed 
new Great Lakes project and requesting leave to withdraw 
their pending applications (R. 5653). It was only after the 
Commission issued an order authorizing the parties to 
withdraw those applications that Trans-Canada and Amer- 
ican Natural entered into the Corporate Agreement (R. 
8042) and the Precedent Agreement (R. 8121) upon which 
the new Great Lakes project was based. 


On two occasions during the proceedings now under 
review, Northern itself made proposals which would 
similarly have required the withdrawal of the pending 
competitive applications and the substitution of an agreed- 
upon joint project. As noted above (supra, pp. 13-15), after 
its Motion to Reopen the Record was granted, Northern 
presented evidence regarding a modified proposal under 
which Northern, Midwestern and Michigan Wisconsin 
would each participate in hauling Trans-Canada’s gas 
through the United States. And on March 8, 1967, 
Northern filed an ‘‘Offer of Settlement”? involving the 
same basie scheme except that a subsidiary of Trans- 
Canada would also participate along with Northern, Mid- 
western and Michigan Wisconsin in the transportation of 
Trans-Canada’s gas through the United States (R. 68700). 


The Commission’s approval of the petitions of Great 
Lakes, e¢ al., to withdraw their original applications was a 
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sine qua non to the substitution of the joint Great Lakes 
project. Neither Northern nor anyone else objected then 
or later to the Commission’s action. Clearly, the substitu- 
tion of a viable joint project for separate proposals which 
could not have been carried out in any event, made with 
the express permission of the Commission, does not con- 
travene antitrust or other public policies. 


In the third place, while Northern’s brief tends to obscure 
the point, it should also be emphasized that the effect of 
substituting the joint Great Lakes project for the original 
proposals of Great Lakes and Midwestern-Michigan 
Wisconsin was not to deprive the market of one of two 
competing pipeline systems, but to make possible the 
approval and construction of a project combining the best 
features of both. 


As the Commission pointed out in its Opinion No. 521-A 
denying rehearing (R. 69528-29), no one has contended that 
more than one pipeline could have been certificated to 


transport Canadian gas to eastern Canada and the areas 
of the United States affected by the original proposals. 
The original Great Lakes and Michigan Wisconsin- 
Midwestern proposals, like the subsequent Northern and 
Great Lakes applications, were ‘‘mutually exclusive.’ 
Thus, even assuming that one of the original proposals 
could have been approved, the necessary result of the pro- 
ceedings would have been the denial of the other. Accord- 
ingly, the submission of the joint project substituting one 
applicant for two did not reduce the number of competing 
pipeline systems that could have been constructed and 
placed in operation. 


This situation is thus wholly unlike that presented in 
United States v. El Paso Natural Gas Company, 376 US. 
651 (1964), quite apart from the fact that it involved 
different statutory standards and an entirely different 
factual background. There, El Paso, the supplier of 
natural gas to the State of California, acquired Pacific 
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Northwest Pipeline Corp., which the Supreme Court 
described as one of two major interstate pipelines serving 
the trans-Rocky Mountain States. The Court held that, 
inasmuch as Pacific Northwest, which had previously made 
overtures toward the California natural gas market, was 
a potential competitor for that market, the acquisition 
violated Section 7 of the Clayton Act, 15 U.S.C. §18. 


Here, however, the question is not whether the acquisi- 
tion of one existing pipeline by another violates Section 7 
of the Clayton Act, but which of several proposals to 
construct a major new pipeline project best serves the 
public convenience and necessity under Sections 3 and 7 
of the Natural Gas Act. Unlike a merger of one existing 
pipeline system into another, the Commission’s orders 
here under review assure construction of a new project 
which will create potential competition where none existed 
before. 


2. The Claim That the Great Lakes Project Involves a Division 
of Markets Between Competitors 


In a patent effort to apply United States v. Penn-Olin 
Chemical Company, 378 U.S. 158 (1964), to the wholly 
different circumstances here present, Northern argues (Pet. 
Br. 25-27) that the Trans-Canada and American Natural 
systems are actually potential competitors and that the 
Great Lakes joint venture had the effect of terminating 
that competition. 


It is perfectly obvious, as Northern recognizes at a later 
point in its brief (p. 41), that Trans-Canada and American 
Natural are not themselves competitors, since 


«c* * * The present marketing interests of the two 
parents are in separate areas, with widely varying con- 
stituents and characteristics, and under different 
national jurisdictions. And the primary field supply 
interests of the parents are separated by thousands 
of miles and each has its own economics, relationships 
and legal frameworks.’’ 
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With respect to the question whether their joint par- 
ticipation in Great Lakes would result in the elimination 
of potentially competitive projects which might otherwise 
have been constructed by Trans-Canada and American 
Natural, the Commission pointed out (R. 69528-29) that no 
one has suggested that more than one pipeline could be 
constructed to render the services to be provided by Great 
Lakes—the transportation of western Canadian gas to 
eastern Canadian markets and to the United States 
markets in the areas proposed to be served. The approval 
of any one of the mutually exclusive proposals necessarily 
meant the denial of all other proposals. There was not, in 
other words, a reasonable probability that the unsuccessful 
applicant would have entered the market by building a 
competitive pipeline. The Commission expressly found 
that no such pipeline could be constructed (R. 69528-29) °° 


Northern makes a number of irresponsible charges con- 
cerning the alleged anticompetitive effects of the Great 
Lakes project. For example, Northern suggests that the 
“eombination’”’? of Trans-Canada and American Natural 
“thas made gas imported from Trans-Canada the exclusive 
preserve of the American Natural system’? (Pet. Br. 
pp. 26-27). Northern bases this contention on American 
Natural’s statement that its interest in participating in 
the Great Lakes project is based upon its desire ‘‘to 
insure that vigorous efforts will be made to provide in- 
creased gas supplies from western Canada and that such 
supplies will be made available to meet the growing 
requirements of the American Natural system’’ (R. 62846). 


We readily acknowledge that this is the principal reason 
for American Natural’s desire to participate in the Great 


32 This conclusion assumes added significance because in the natural gas 
pipeline industry entry into the market does not depend merely upon cor- 
porate decisions, as in the Penn-Olin case, but also upon obtaining requisite 
governmental authorizations. The Commission’s finding that only one line 
could have been approved thus emphasizes the fact that the unsuccessful ap- 
plicant would not have remained a potential competitor for that service. 
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Lakes project. It is the reason the Great Lakes project 
has had the whole-hearted support of the customers of 
the American Natural system and the state regulatory 
agencies of Michigan and Wisconsin. And it is Great 
Lakes’ potential as a long-term supplier of gas to the 
American Natural system that formed the basis for the 
S.E.C.’s authorization of American Natural’s ownership 
interest in Great Lakes (Appendix B). 


But there is absolutely no justification for the claim 
that American Natural has made gas imported from Trans- 
Canada its ‘‘exclusive preserve.’’ On the contrary, Great 
Lakes has always been and remains ready and willing to 
sell gas at regulated rates to Northern or anyone else 
within economic reach of its line. 


Northern also speculates about the possibility that Trans- 
Canada would have remained a possible applicant for 
future service in the United States if the original Michigan 
Wisconsin-Midwestern proposal had been certificated and, 
conversely, that American Natural would have been a 
potential competitor of Trans-Canada both in eastern 
Canada and the United States if the original Great Lakes 
proposal had been certificated (Pet. Br., 26-27). These 
arguments are wholly specious. 


It is difficult to reconcile these contentions with the fact 
that Northern itself regarded both of the original pro- 
posals as ‘‘deficient’’ and incapable of being approved or 
consummated (R. 2486-87). If, in fact, neither application 
could have been granted, as subsequent events confirmed, 
it is idle to speculate about the competitive situation that 
would have existed if one of the proposals had been con- 
summated. 


Secondly, Northern’s speculations concerning the pos- 
sibilities of future competition by Trans-Canada and 


33 As will be pointed out below in connection with the **boycott?? argument, 
Northern has flatly refused to buy gas from Great Lakes despite the fact that 
substantial savings would accrue to Northern’s customers as a result. 
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American Natural have absolutely no foundation in the 
record. For example, Northern suggests—without record 
support—that ‘‘The location of the American Natural sys- 
tem makes it a logical exporter of gas to eastern Canada”’ 
(Pet. Br. 27). But this overlooks a number of considera- 
tions, including the fact that American Natural, ‘as a public 
utility holding company, is limited to businesses which are 
‘reasonably incidental, or economically necessary or ap- 
propriate to the operations of such integrated public-utility 
system’’ within the meaning of Section 11 (b)(1) of the 
Public Utility Holding Company Act of 1935, 15 US.C. 
§ 79k(b) (1). 


Most importantly, the Commission carefully considered 
Northern’s contentions regarding the alleged anticompeti- 
tive effects of the Great Lakes project and concluded (R. 
69529) : ‘The intent of the joint venture is clearly not to 
restrict entry by an additional pipeline desirous of per- 
forming the needed services.’ The Commission further 
pointed out that it has ample authority to determine the 
appropriate source of supply for additional gas required 
by the distribution company customers of the Amercian 
Natural system. 


In sum, the Commission expressly rejected Northern’s 
anticompetitive arguments concerning the Great Lakes 
project and specifically found that one of the affirmative 
reasons for certificating the Great Lakes project ‘‘was the 
competitive advantage it had over the proposals of the 
Northern Companies”? (R. 69527). The record fully 
supports and justifies that finding. 


34 See, ¢.g., American Natural Gas Company, 36 S.E.C. 387, 413 (1955). 
The original Michigan Wisconsin-Midwestern proposal, like the Great Lakes 
project itself, satisfied the statutory provision, since it would have resulted 
in the receipt into American Natural’s integrated system of large volumes of 
Canadian gas. 
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3. The Claim That Trans-Canada and American Natural 
Engaged in a “Group Boycott” 

Northern also argues (Pet. Br. 27-28) that Trans-Canada 
and American Natural attempted to eliminate competition 
“by meeting the petitioners’ competitive proposal with a 
concerted refusal to deal.”? Northern’s complaint is that 
the companies associated in the Great Lakes project, 
which Northern was opposing, should have agreed that 
they would be willing to participate in Northern’s com- 
petitive proposal if Great Lakes were not approved, and 
that their unwillingness to do so represents an illegal boy- 
cott. This contrived argument, we submit is utterly without 
merit. 


The reasons why Trans-Canada could not have par- 
ticipated in Northern’s proposal or obtained requisite 
Canadian Government approvals were spelled out in detail 
by its policy witness at the hearings (R. 5870-83). Briefly, 
(1) the actual cost of gas to Trans-Canada under the 
Northern Companies’ proposal would be uncertain and in 
any event substantially higher than the cost of gas trans- 
ported by Great Lakes; (2) Trans-Canada’s extensive gas 
reserves and deliverability would no longer be directly 
available to the eastern Canadian markets and, instead, 
eastern Canada would have to rely upon the limited gas 
supply of Northern; (3) any expansions of Trans-Canada’s 
deliveries to eastern Canada would be dependent upon a 
middle-man having its own diverse and potentially con- 
flicting interests and obligations; and (4) Trans-Canada 
would not be able to participate in the design, engineering, 
development and day-to-day operations of facilities which 
would constitute, in effect, a loop of its main line to eastern 
Canada. Not only are these perfectly sound business 
reasons, but they were fully confirmed by the subsequent 
action of the Canadian Government and the Commission. 


Michigan Wisconsin and Michigan Consolidated also con- 
cluded, for entirely independent reasons which were fully 
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explained at the hearing (R. 85-86; 89-90; 1665-70; 1781) 
that Northern’s proposal would not be in their interests or 
the interests of their customers. As there pointed out, 
Michigan Wisconsin was interested in the additional long- 
term source of gas supply to be provided by the Great 
Lakes project, not in a single purchase of 113,000 Mef per 
day, since that volume could have been purchased and trans- 
ported from Michigan Wisconsin’s domestic sources at the 
same price and with greater flexibility. And since North- 
ern’s proposal necessarily depended upon rejection of Great 
Lakes, Michigan Wisconsin had no reason to buy 113,000 
Mef per day from Midwestern as a part of Northern’s 
over-all plan. So far as Michigan Consolidated was con- 
cerned, it saw no reason to purchase 57,000 Mef per day of 
Canadian gas from Northern since Michigan Consolidated 
was convinced that the ultimate cost of such service would 
be higher than the cost of providing comparable service 
from other sources. Midwestern’s position with respect to 
Northern’s proposal was also spelled out in detail on the 
record (R. 1600-04; 2976-80 ;, 4576-78). 


In this connection, it should be noted that when Great 
Lakes made a bona fide offer to sell gas to Northern in 
northern Minnesota at a lower price than Northern’s 
current rates in that area, Northern turned the offer down 
flat. Great Lakes offered on the record to sell Northern 
144,400 Mef of gas per day, at rates which would result 
in savings to Northern’s customers of $1,657,754 annually 
(R. 5697-98; 5780-84). A rate schedule was tendered 
(R. 5800-03), and Trans-Canada indicated its willingness 
to sell the gas to Great Lakes at Emerson (R. 5883). 


Northern’s policy witness’ responded that Northern was 
not interested in purchasing gas from Great Lakes 
(R. 6338). Northern then attempted to justify that posi- 
tion by presenting a new ‘‘study’’ purporting to show that 
it could transport equivalent volumes from the southwest 
at less cost than Great Lakes’ offer. To do so, however, 
it was necessary for Northern to reduce its prior estimate 
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of the cost of the required facilities from $73.4 million to 
$49.9 million—a reduction of more than $23 million. The 
Commission seriously questioned the validity of this 
“‘study’’ and found, to the contrary, that ‘‘Great Lakes’ 
capacity could well prove to be an economical source of 
additional gas for Northern itself’? (R. 69413). 


In short, it was Northern, not the participants in the 
Great Lakes project, whose refusal to deal with rival 
applicants was found to be unjustified by economic or 
policy considerations. Furthermore, since the Commission 
assumed in making its comparative findings that Trans- 
Canada’s gas supply and markets were equally available 
to Northern (R. 69410-11), there is no justification under 
any circumstances for Northern’s contention (Pet. Br. 
28) that the effect of the alleged refusal to participate in 
its proposal was ‘‘to undermine the FPC’s power of 
independent determination.’’ 


It should be emphasized, finally, that those associated in 
the Great Lakes project knew nothing of Northern’s inten- 
tion to file a competitive application under which they 
would be required to sell to, buy from and transport gas 
for Northern, and that Northern did not suggest such 
participation until long after the Great Lakes project had 
been formulated and the various constituent applications 
had been filed. Thus, the actions of the participants in en- 
tering into the agreements constituting the Great Lakes 
project obviously could not have been intended as a boy- 
cott of Northern’s proposal, of which they were unaware, 
whereas the clear intent of Northern’s actions throughout 
has been to defeat the Great Lakes project. 


4. The Claim Concerning Common Ownership of Pipeline and 
Distribution Utilities 

Northern’s brief states that Great Lakes represents ‘‘a 

vertical combination attaching to itself the largest distribu- 

tion utilities in the area’’ (Pet. Br. 35). If Northern’s 

contention is that this raises antitrust or public policy 
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questions, it flies in the face of numerous decisions by both 
the Securities and Exchange Commission and the Federal 
Power Commission, which have been approved by the 
courts, that common ownership of pipeline and distribu- 
tion systems is not only permissible but is in the public 
interest.* 


Under Sections 10(c) and 11(a) of the Public Utility 
Holding Company Act of 1935, 15 U.S.C. §§ 79j(¢), 79k(a), 
the S.E.C. is authorized and directed to limit the properties 
and business of a registered holding company system ‘‘to 
those necessary or appropriate to the operations of an 
integrated public-utility system,’’ as that term is defined 
in the Act. The very ground upon which American 
Natural and other holding company systems have been 
authorized to own pipeline subsidiaries is that they are 
economically necessary or appropriate to the operation of 
the distribution properties of the system.** 


The Federal Power Commission has repeatedly taken a 
similar position. For example, in issuing the original 
certificate authorizing construction of Michigan Wisconsin, 
the Commission found ‘‘nothing unusual or objectionable 
in the distributing company’s effort to assure itself, in the 
best manner possible, of a long-term gas supply at a low 
cost and under favorable conditions,” citing a number of 
instances of common ownership of pipeline and distribution 
facilities. 


35 It is difficult to reconcile Northern’s argument on this point with the 
fact that Northern itself owns widespread distribution systems (operated by 
its Peoples Natural Gas Division) which are supplied by its own pipelines, 
or with the fact that Northern’s proposed pipeline would have been used to 
supply its ‘‘captive’’ direct sale customérs. 


36 See, ¢.g., The United Light and Batlways Company, 27 S.E.C. 441, 472 
(1947), aff’d., Panhandle Eastern Pipe Line Company v. Securities and Ez- 
change Commission, 170 F. 2d 453 (8th Cir. 1948); American Natural Gas 
Company, 36 S.E.C. 387, 413 (1955). 


37 Michigan Wisconsin Pipe Line Company, 6 F.P.C. 1, 34-35 (1946), aff’d. 
Panhandle Eastern Pipe Line Company v. Federal Power Commission, 83 U.S. 
App. D.C. 297, 169 F. 2d 881 (1948), cert. den., 335 U.S. 852. 
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American Natural’s participation in the Great Lakes 
project was specifically approved by both the Federal 
Power Commission in this certificate case (R. 69417; 
69529) and by the S.E.C. under the Public Utility Holding 
Company Act of 1935 (Appendix B hereto). Northern has 
failed to cite a single valid reason to support its attempt 
to override the considered judgment of both agencies in 
this regard. 


Il. THE COMMISSION PROPERLY FOUND GREAT LAKES’ 
CORPORATE STRUCTURE APPROPRIATE FOR THIS 
JOINT INTERNATIONAL PROJECT 


Northern also argues (Pet. Br. pp. 39-45) that the joint 
ownership and corporate structure of Great Lakes make 


it an unqualified applicant for a certificate of public con- 
venience and necessity. 


Northern has cited no authority for its contentions but 
instead has referred at length to the problems arising out 


of the dual ownership of Pan American-Grace Airways, 
Ine., by W. R. Grace & Company and Pan American World 
Airways, Inc., as evidence of the potential for injury to 
the public interest resulting from 50-50 ownership of a regu- 
lated company.” 


Apart from the fact that the Supreme Court held in Pan 
American World Airways, Inc. v. United States, 371 US. 
296 (1963), that the actions complained of were within the 
jurisdiction of the Civil Aeronautics Board, Northern’s 


38It may be noted that where, as here, the S.E.C. has authorized a trans- 
action under Section 10 of the Public Utility Holding Company Act, Section 7 
of the Clayton Act expressly provides for immunity from any subsequent action 
thereunder. See footnotes 7 and 8 of brief for the United States as amicus 
curiae in California v. Federal Power Commission, 111 U.S. App. D.C. 226, 
296 F. 2d 348 (1961). 


39In its brief to the Commission, Northern argued principally that the 
arbitration provision in the Corporate Agreement is unenforceable under 
Delaware Law. This contention was fully answered and rejected by the 
Commission in Opinion No. 521 (R. 69417 ) and was not renewed in Northern’s 
Application for Rehearing. 
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attempt to charge Trans-Canada and American Natural 
with prospective conduct like that of Panagra’s parents— 
and thereby to condemn in advance a joint venture which 
has been found by the Federal Power Commission, the 
S.E.C. and the Government of Canada to be in the public 
interest—is wholly unjustified. 


Furthermore, whereas one of the principal problems pre- 
sented by the Panagra arrangement was the absence of any 
mechanism for breaking a deadlock, the Great Lakes Cor- 
porate Agreement contains specific and detailed provisions 
by which any unresolved question may be submitted to an 
independent arbitrator (R. 8055-58). Thus, Northern has 
simply seized upon the problems ereated by joint owner- 
ship of a different company owned by parents having a 
different competitive relationship and different objectives, 
operating under a different form of agreement and regu- 
lated under a different statute as creating a conclusive pre- 
sumption that Great Lakes and its parents will be unre- 
sponsive to the public interest. This is both unfair and un- 
warranted. 


Northern points out (Pet. Br. p. 41) that Trans-Canada’s 
and American Natural’s marketing interests are in sepa- 
rate areas and under different national jurisdictions but it 
does not follow that this will lead to conflicts of interest. 
On the contrary, Great Lakes’ undertaking to bring gas 
from western Canada into the respective areas served by 
Trans-Canada and American Natural forms a legitimate 
basis for the Commission’s' finding that there is a com- 
munity of interest between the controlling corporations 
(R. 69527). 


Furthermore, Northern’s argument necessarily leads to 
consideration of the converse question—the relationship 
that would have been created between Northern and Trans- 
Canada under Northern’s proposal, a type of joint venture 
imposed upon Trans-Canada involuntarily and contrary to 
its best judgment. Under that arrangment, Northern would 
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have had unilateral control over the construction, expan- 
sion, operations and rate filings of the facilities link- 
ing Trans-Canada’s western and eastern systems, and 
Trans-Canada would necessarily have become involved in 
all of the complexities incident to the numerous rate and 
certificate proceedings on Northern’s system. The con- 
flicts of interest inherent in that arrangement, which were 
spelled out at length in the record (R. 5873-82), dwarf any 
possible differences between the joint owners of the Great 
Lakes line and constituted one of the basic reasons for 
Trans-Canada’s opposition to the Northern application. 


It is significant that at the very outset Trans-Canada ap- 
proached American Natural as a possible partner in the 
Great Lakes project because it is a ‘‘distributor-oriented”’ 
system but did not consider Northern to be an appropriate 
partner because it is not ‘‘distributor-oriented” (R. 219- 
221). It is likewise significant that the Government of 
Canada has approved the joint and equal participation of 
Trans-Canada with American Natural in the Great Lakes, 
project. The Commission was clearly justified in rejecting 
Northern’s contention and finding (R. 69527 ) that ‘‘there 
is sufficient community of interest between the controlling 
parent corporations to assure that Great Lakes will be a 
viable entity.” 


Ill. THE COMMISSION’S APPROVAL OF THE GREAT 
LAKES’ PROJECT WAS FULLY SUPPORTED BY FIND- 
INGS BASED ON SUBSTANTIAL EVIDENCE 


Northern argues, finally, that the Commission acted 
‘‘arbitrarily and unlawfully in concluding that the Great 
Lakes proposal was required by public convenience and 
necessity’’ (Pet. Br. 45-70). Northern suggests that the 
Commission did not make an ‘‘impartial evaluation of the 
record’? (Pet. Br. 46) and that in considering the alterna- 


40 The record shows that Northern did not mount its opposition to the Great 
Lakes project until after Northern had sought unsuccessfully to obtain a stock 
ownership position in Great Lakes (R. 304). 
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tive proposals before it, the Commission ‘‘arbitrarily em- 
ployed different standards of evaluation’? (Pet. Br. 49). 


In support of these and other ill-considered charges, 
Northern simply recites its original contentions with re- 
spect to the relative costs, savings, and public benefits of 
the respective proposals in complete disregard of the 
countervailing evidence, the inadequacies in Northern’s 
presentation and the Commission’s findings which formed 
the basis for its decision. For example, while Northern 
makes repeated reference to large dollar savings under its 
proposal as if its claim stood unchallenged, Great Lakes 
demonstrated that the annual costs to Trans-Canada and 
Michigan Consolidated under Northern’s proposal would 
far exceed those under the Great Lakes project. 


We will point out briefly the record evidence sustaining 
the Commission’s findings and the errors in Northern’s 
contentions. 


A. THE CLAIM BASED UPON REMOVAL OF THE 
CANADIAN IMPORT DUTY 


Northern complains that, because the excess cost in im- 
port duties of $6,749,000 annually which Trans-Canada 
would have incurred under Northern’s proposal was relied 
upon by the Commission in its Opinion No. 521 certificating 
Great Lakes, the Commission should have reversed its deci- 
sion upon rehearing because the duty is now scheduled for 
elimination (Pet. Br. 49-50). : 


In the first place, the statement that either the Great 
Lakes group or the Commission considered the import duty 
to be the ‘“‘greatest single comparative obstacle to peti- 
tioners’ proposal’’ (Pet. Br. 50) simply is not true. Great 
Lakes’ evidence showed that, quite apart from the import 
duty, the extra costs Trans-Canada and Michigan Con- 
solidated would incur under Northern’s proposal would be 
between $4,448,000 and $16,098,000 annually as compared 
with Great Lakes (R. 69141). 
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Moreover, the Commission had found in denying North- 
ern’s application that ‘‘the Northern cost of service is 
seriously understated’? (R. 69410); that Northern’s pro- 
posal to ‘‘dedicate’’ one of its existing lines south of 
Ogden to the proposed service to Trans-Canada and to 
convert to a Btu form of tariff would create serious prob- 
lems affecting all of Northern’s customers (R. 69409); 
that the feasibility of Northern’s exchange-displacement 
proposal would depend upon an unlikely parallel of growth 
in Northern’s markets in Minnesota and Trans-Canada’s 
markets in eastern Canada (R. 69412); that the Great 
Lakes project offers greater benefits in terms of additional 
supply, emergency service and flexibility (R. 69412-14); 
and that the Great Lakes project provides greater com- 
petitive stimulus than Northern’s proposal (R. 69413; 
69527). The Commission was thus entirely justified in 
stating, on rehearing, that the existence of the duty ‘was 
not critical to our determination that the public interest 
would be furthered by certification of the Great Lakes 


proposal’’ (R. 69530). 


Northern’s bald assertion (Pet. Br. 50) that the Commis- 
sion never stated its reasons for certificating the Great 
Lakes project and denying Northern’s proposal is thus 
belied by the Commission’s findings, which are fully sup- 
ported by the evidence. 


B. THE CLAIM THAT THE COMMISSION IGNORED THE QUES- 
TION OF BENEFITS TO UNITED STATES CONSUMERS 

Northern next contends that the Commission ignored 
‘‘undisputed evidence”’ that only through its exchange- 
displacement proposal would consumers in the United 
States save $3,100,000 per year (Pet. Br. 50-52). Not only 
were Northern’s claims of cost savings challenged on the 
record, but the Commission expressly found (R. 69407) 
that ‘Based upon our analysis, the alleged rate savings to 
be realized by Trans-Canada and Michigan Consolidated 
under the Northern proposal ($3,300,000 and $377,000 in 
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the fifth year, respectively) are unrealistic in the long 
run.”’ 


Northern’s claim of savings was based on the proposi- 
tion that, by bringing Canadian gas into the northern end 
of its system in Minnesota, Northern could avoid the con- 
struction of certain facilities otherwise required to trans- 
port equivalent volumes from the southwest. But Great 
Lakes pointed out (R. 5775), and the Commission found 
(R. 69412), that this avoidance of construction of facilities 
depended upon an exact parallel in growth of Northern’s 
markets with estimates of market growth in eastern Canada, 
and that if this did not occur Northern would have to add 
additional facilities ‘‘in order to be able to transport the 
‘excessive’ Canada gas”’ through its system. 


Furthermore, since the savings claimed by Northern re- 
sult from receipt of gas at the northern end of its system, 
Great Lakes showed that Northern could save $1,657,754 
annually by purchasing gas from Great Lakes near Daluth, 
Minnesota (R. 5780-84). Because this sale would further 
improve the economics of Great Lakes’ operations, Trans- 
Canada and Michigan Consolidated would also save an addi- 
tional $1,303,800, or a total saving to all customers of $2,- 
961,000 annually (R. 5797). While Northern flatly rejected 
this offer (supra. pp- 42-43), the Commission expressly 
found that ‘Great Lakes capacity could well prove to be 
an economical source of additional gas for Northern’’ and 
that ‘‘the major portion of the $29 million investment said 
to be required north of Ogden, would be necessary only in 
the event that Northern were to rely solely on its domestic 
reserves”? (R. 69413). 


Moreover, Northern simply ignores the evidence of record 
and the Commission’s findings concerning the other bene- 
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fits to United States consumers which will result from 
construction of the Great Lakes project.’ Most impor- 
tantly, the evidence showed (R. 1725-26; 5716) and the 
Commission found (R. 69413) that Great Lakes “‘is stra- 
tegically located so as to be able advantageously to make 
available to Michigan Consolidated, Michigan Wisconsin 
and Northern Natural itself an additional and prolific 
source of supply.’’ This is the principal reason for Amer- 
ican Natural’s interest in the Great Lakes project, and it is 
the principal reason why Michigan Wisconsin’s distribu- 
tion customers and the State Commissions of Michigan and 
Wisconsin have been vigorous supporters of Great Lakes 
from the outset. There is no substitute for adequate sup- 
plies of gas, and the customer companies of the American 
Natural system are convinced that the Great Lakes project 
will be an effective and efficient vehicle by which additional 
gas can be provided to meet their long-term market re- 
quirements. 


In addition, the record shows and the Commission found 
(R. 69410) that Great Lakes will save Michigan Con- 
solidated some $7,500,000 in construction costs otherwise 
required; that Great Lakes will obviate the need for ex- 
pensive new facilities otherwise required to transport gas 
to Michigan Consolidated’s Belle River Mills storage field 
(R. 1683-84); that Great Lakes will make Canadian gas 
available to other pipeline and distribution systems in the 
Midwest (R. 69412); and that Great Lakes will provide a 
valuable source of emergency supplies in the event of break- 
downs in service by other pipelines in the area and will be 
significantly important to the national defense (R. 69413). 
All of these advantages to consumers are apart from the 
fact that Great Lakes represents a new $200 million in- 
dustry which will contribute important economic benefits 
and tax revenues to areas of Minnestota, Wisconsin and 
Michigan where such benefits are vitally needed. 


In sum, the Commission did not ignore Northern’s claim 
of benefits but rather pointed out the errors in Northern’s 
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contentions and the benefits which would be available to 
Northern and its customers and to the public generally as 
a result of construction of the Great Lakes project. 


C. THE CLAIM THAT THE COMMISSION EMPLOYED DIFFER- 
ENT STANDARDS IN EVALUATING THE RESPECTIVE 
PROPOSALS 


1. The Construction Cost Estimates 


Literally hundreds of pages of testimony and exhibits 
were presented by both sides regarding their own and their 
opponent’s estimated costs of construction. Great Lakes’ 
estimates were presented principally by representatives of 
Williams Brothers Company, an independent engineering 
and construction firm which has designed and constructed 
over 70,000 miles of pipelines both in the United States 
and abroad (R. 5820).4% Their methods and procedures 
were explained and supported fully on the record (R. 6120- 
21; 6132-73). 


Northern’s contention that the Commission ‘‘arbitrarily 
employed different standards’’ (Pet. Br. 52) and ‘‘ignored 
all evidence * * * adverse to Great Lakes’ estimate of 
costs”? (Pet. Br. 55) in effect accuses the Commission of 
bias and prejudice without a shred of justification or rec- 
ord support. As the Commission pointed out in denying 
Northern’s application for rehearing, ‘‘We specifically con- 
sidered each major disputed cost item and based upon that 
analysis found the composite estimate reasonable,’’ noting 
further that Great Lakes’ estimates should actually be re- 
duced in several particulars for purposes of comparison 
with Northern’s estimates (R. 69526). The record fully 
supports that finding. 


Without going into detail regarding each item of costs, 
Northern’s contention is refuted by the following matters 
of record: 


42In fact, Williams Brothers Company had constructed portions of the 
Lakehead line, whose route through the United States is closely paralleled by 
Great Lakes (R. 6122). y 
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First, the evidence shows without contradiction that 
where the Great Lakes project and Northern’s proposed 
line traversed the same geographic areas, so that direct 
cost comparisons could be made, Great Lakes’ estimates 
were based upon higher unit costs than Northern’s esti- 
mates (R. 6123-24; 6175), and that the over-all estimates 
were virtually identical on a unit basis notwithstanding the 
high costs of construction Northern would have encoun- 
tered in traversing the Chicago metropolitan area (R. 6126; 
6177). 


Second, as the Commission pointed out (R. 69408-09), 
Great Lakes’ estimates were made on a more conservative 
basis than Northern’s in various important respects, in- 
cluding the use of a 5% contingency allowance in contrast 
to Northern’s 4.3% allowance; the assumption by Great 
Lakes that its pipe would be internally coated for higher 
efficiency where Northern made no such provision; and 
more conservative assumptions by Great Lakes with re- 
spect to the cost and freight charges on pipe (R. 5699). 


Third, Northern’s engineering witness readily conceded 
at the hearing that Northern could not construct pipeline 
facilities at any less cost than Great Lakes (R. 1998-2000). 
Thus, any industry-wide increases in cost would have pre- 
cisely the same effect upon Northern as upon Great Lakes. 


Ignoring completely these basic facts and the Commis- 
sion’s findings, Northern makes scatter-gun claims regard- 
ing a number of details relating to cost estimates as to 
which the following brief responses are submitted: 


1. Contention: The Commission erred in stating that 
Staff Counsel’s estimate of Great Lakes’ construction costs 
was $214,151,000 and set up a ‘‘straw man”’ by stating that 
Northern had estimated the cost of the Great Lakes’ proj- 
ect at $260,472,000 (Pet. Br. 55). 


Answer: The Commission’s reference to Staff Counsel’s 
estimate is based directly upon his final brief in these pro- 
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ceedings (R. 68830-31). The derivation of the.$260,472,000 
figure is also shown in Staff Counsel’s brief and includes 
the figure of $29,882,000 in construction costs on Northern’s 
system which Northern attempted repeatedly to assign to 
the Great Lakes project. The Commission expressly found 
the inclusion of this figure by Northern to be improper (R. 
69408). 


2. Contention: The Commission erroneously stated that 
Northern had relied upon a cost report submitted by Lake- 
head Pipeline Company to the Interstate Commerce Com- 
mission in estimating the cost of Great Lakes’ proposed 
Mackinac Straits crossing (Pet. Br. 55-56). 


Answer: Northern’s brief asserted that ‘‘Lakehead’s 
actual cost for the Mackinac Straits crossing, as reported 
by Lakehead to the Interstate Commerce Commission, was 
much higher than the estimated cost for the same crossing 
submitted by Great Lakes’’ (R. 68994). The fact that 
Lakehead’s report included noncomparable overhead and 
equipment charges was explained on the record and is un- 
contradicted (R. 5820-22). 


3. Contention: The Commission should not have referred 
to Williams Brothers’ offer to construct the project within 
the Great Lakes estimate (Pet. Br. 56-57). 


Answer: Northern simply seeks to obscure the extensive 
and undisputed testimony of Mr. David Williams that 
Great Lakes’ estimates were prepared on exactly the same 
basis as if Williams Brothers Company were preparing a 
construction bid (R. 2866-74; 6120). Obviously the Com- 
mission was entitled to rely upon such evidence and upon 
Mr. Williams’ indication of willingness to construct the 
second phase facilities within that estimate.** 


48 Mr, Williams’ statement, made in June of 1966, was expressly based 
on the assumption that the second phase facilities would be constructed in 
1967 (R. 2899). When the project was delayed for a full year, Great Lakes 
lost the benefit of that offer, which aptly illustrates the adverse effects of 
the year’s delay. : 
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4. Contention: Witness Holstead’s computations of re- 
ductions in Great Lakes’ cost estimates were ‘purely hypo- 
thetical’’ and should not have been relied on by the Com- 
mission (Pet. Br. 57). 


Answer: When Northern filed its application, it under- 
took to show construction costs that were lower than those 
contained in Great Lakes’ already-filed application by such 
devices as omission of internal coating of pipe, use of pipe 
having thinner wall thickness than that proposed by Great 
Lakes and a smaller allowance for omissions and contin- 
gencies. Mr. Holstead presented evidence showing the com- 
parative cost of the two projects if these differences were 
eliminated (R. 5699). It was clearly appropriate for the 
Commission to compare the two projects under the same 
set of assumptions. 


5. Contention: The Commission erred in refusing to 
order the production of certain bids received by Great 


Lakes for construction of the first phase of its line (Pet. 
Br. 57-58). 


Answer: These bids were obtained by Great Lakes when 
it anticipated that it would be able to commence construc- 
tion in June of 1966. When it became apparent that no 
certificate could be issued in time to permit construction 
until at least the Fall of 1966, the bids were returned to the 
bidders and were not available when Northern’s request 
was denied by the Examiner (R. 2621). Furthermore, their 
production would have been highly improper because of the 
adverse effect of disclosure upon subsequent competitive 
bidding (R. 2625). 


44In its Motion for Partial Stay filed in this Court on January 18, 1968, 
Northern made a number of claims to the effect that Great Lakes is experi- 
encing higher actual costs of construction than had been estimated. These 
contentions, which are not based upon matters of record in this proceeding, 
were met in the Answer to Motion for Partial Stay and affidavits filed by 
Intervenors Great Lakes, et al., on January 25, 1968. 
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2. The Allocation of Costs 


One of the major concerns of both Trans-Canada and 
Michigan Consolidated in connection with Northern’s pro- 
posal was that while Northern had carefully tailored Trans- 
portation Company’s proposed initial rates below those 
previously proposed by Great Lakes, Northern had done 
so by assuming that Transportation Company would pay 
nothing either for the exchange service performed by 
Northern between Sandstone, Minnesota, and Ogden, Iowa, 
or for the transporation service over Northern’s facilities 
between Sandstone and Republic, Michigan. Transporta- 
tion Company’s rates to Trans-Canada and Michigan Con- 
solidated thus assumed that Transportation Company 
would receive a ‘‘free ride’? from Northern for those 
services. 


However, in a future rate proceeding on Northern’s sys- 
tem, when costs were assigned to those services, those costs 
of course would be reflected in Transportation Company’s 
cost of service and thus in its rates to Trans-Canada and 
Michigan Consolidated. Great Lakes therefore demon- 
strated that, on the basis of the conventional Mcf-mile allo- 
cation method, the additional costs to Trans-Canada and 
Michigan Consolidated would be more than $13,000,000 an- 
nually (R. 5773-80; 5786),** and that merely on the basis 
of the incremental cost to Northern of providing those 
services, the prospective increased costs would be $1,734,800 
annually (R. 5735-37). 


Northern apparently suggests that, because it had pro- 
posed rates for Transportation Company based on a ‘free 
ride’’ concept, the Commission should not have considered 
the possible consequences to Trans-Canada and Michigan 
Consolidated—the recipients of every cubic foot of the 


45 It is significant that Northern itself advocated use of the Mcf-mile alloca- 
tion method in a proceeding in which it opposed the efforts of another pipe- 
line to perform an exchange-displacement service for Northern in the south- 
west (R. 5777). 
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Canadian gas—of a future allocation of costs to the serv- 
ices involved. The Commission did not have to make any 
advance determination of rate principles to find that it 
would not be in the public interest to require Trans-Canada 
and Michigan Consolidated to accept such a prohibitive 
exposure. 


Nor is Northern correct in its repeated assertions that 
Michigan Consolidated and Trans-Canada would save $3,- 
655,000 per year under Northern’s proposal (Pet. Br. 59, 
64). Quite apart from cost allocation questions, and exclud- 
ing the Canadian import duty, Great Lakes showed that the 
annual cost to Trans-Canada and Michigan Consolidated 
would be $2,713,000 higher than under the Great Lakes 
project (R. 69141). This included the costs to Michigan 
Consolidated of increased facilities in both the Upper and 

f Michigan under Northern’s proposals 
which would be avoided under the Great Lakes project. The 
Commission expressly rejected Northern’s claim of savings 
because Northern ignored these facility costs (R. 69410). 
Thus Northern’s assertion (Pet. Br. 64) that its alleged cost 
savings are “unchallenged”? is refuted both by the record 
and the Commission’s specific findings. 


3. Cheap Expansibility and Emergency Supply 


Northern’s contentions regarding the cheap expansibility 
issue (Pet. Br. 64-67) again merely repeat its arguments 

‘ore the Commission and ignore the contrary evidence 
upon which the Commission based its findings. 


As the Commission found, the 36-inch Great Lakes line 
can be expanded very economically with the addition of 
compression alone and thus will provide valuable cheap ex- 
pansibility. The advantages of this feature of the Great 
Lakes project as a supplier to other pipelines in the event 
of an emergency affecting domestic production and the 
benefits to national security were explained in detail (R. 
69412-13). 
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Northern’s line north of Minneapolis, on the other hand, 
is only 24inches and 20-inches in diameter and creates 
a bottleneck from the outset. In order to handle the 
Canadian gas, Northern proposed to commence looping 
that line both north and south of Sandstone, Minnesota. 
But as noted above (supra, p. 50) the evidence showed, 
and the Commission found, that still more pipeline fa- 
cilities would be required on Northern’s system south 
of Sandstone if Canadian market requirements should 
increase at a faster rate than Northern’s assumed markets 
at the northern end of its system (R. 69412). Northern’s 
market estimates were highly superficial, having been 
based in part on newspaper articles, preliminary discus- 
sions and indefinite indications of possible increases in 
usage by industrial customers (R. 2201-08; 5643) and the 
Commission found such parallel growth rate ‘‘most un- 
likely.”’ 


Thus, faced with smaller diameter lines connecting Trans- 
portation Company’s proposed 36-inch segments and the 
likelihood that additional loop facilities would be required 
on Northern’s system, the Commission correctly pointed 
out the greater potential for cheap expansibility of the 
Great Lakes line.** 


Finally, extensive evidence was presented as to the su- 
periority of the Great Lakes project in meeting emergencies 
both in Canada and the United States (R. 5713-15; 5727-28). 
It was shown that in the event of an emergency in Canada, 
Great Lakes would be able to supply large volumes of gas 
from American Natural’s storage complex in central Michi- 
gan, located only a short distance from Trans-Canada’s 
principal markets in eastern Canada, whereas under North- 


46 Northern attempts to obscure the problem by referring to present contract 
demands ‘‘from Minneapolis north of approximately 730,000 Mcf per day’’ 
(Pet. Br. 65). But Northern omits to state that a large percentage of those 
demands are in Minneapolis itself and that they are winter demands, whereas 
a bottleneck extends north from Minneapolis and is particularly acute during 
the summer (R, 5034; 5063; 5806-08). 
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ern’s proposal those markets would be at the end of Trans- 
portation Company’s long Ogden-St. Clair line with little 
or no storage capacity available.” Similarly, the fact that 
Great Lakes will provide important assurance to United 
States consumers in the event of emergencies, particularly 
in areas now served by only one line, was established in 
detail (R. 5713). On the other hand, because of the limita- 
tions on throughput of Northern’s system north of Minne- 
apolis, Canadian gas could not be equally available to meet 
emergencies affecting domestic production, as the Commis- 
sion found (R. 69412). 


In summary, the Commission fairly and conscientiously 
considered all of the issues raised by the parties and made 
comparative determinations and findings based upon the 
evidence of record. Northern’s contentions are nothing 
more nor less than an argument that the Commission should 
have accepted its assertions on various issues rather than 
making the findings it did“* There is no basis whatever 
for Northern’s charges that the Commission acted “arbi- 
trarily’’ or failed to comply with applicable standards gZov- 
erning comparative proceedings. 


Iv. STATEMENT OF POSITION OF THE PUBLIC SERVICE 
COMMISSIONS OF MICHIGAN AND WISCONSIN, THE 
STATE OF MINNESOTA AND COUNTY OF WAYNE 


The Public Service Commissions of Michigan and Wis- 
consin, the State of Minnesota and the County of Wayne, 
Michigan, wish to make the following additional statement 
concerning their position and interest in this case. 


These parties are solely interested in the effect of the re- 
spective proposals upon the public, including, particularly, 


47In fact, shortly after Great Lakes went into service in the Fall of 1967, 
it was able to deliver large volumes of gas to Trans-Canada from American 
Natural’s storage fields to mect an emergency caused by a line break on 
Trans-Canada’s system north of Toronto. 


48 Charleston § W. C. By. v. Federal Power Commission, 98 U.8. App. D.C. 
241, 243; 234 F. 2d 62, 64 (1956). 
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the consumers they represent, It is their view that even if 
the Northern proposal had been capable of consummation, 
which was doubtful, the Great Lakes project is clearly more 
desirable and in the public interest. 


Great Lakes is of particular importance to the gas con- 
suming public in the Midwest since it represents a new 
large-diameter pipeline connecting directly to the vast gas 
reserves of western Canada. This line will serve to (1) 
augment existing supplies of natural gas to help meet the 
requirements of present markets, and (2) provide natural 
gas to areas not now served. Since the Great Lakes line 
will be constructed directly through the American Natural 
system’s underground storage complex in central Michigan, 
it can very advantageously be used to supplement deliveries 
to all customers of the system no matter where they are 
located. As a long-term source of additional gas, the im- 
portance of the Great Lakes project cannot be overesti- 
mated. 


These parties do not perceive any disadvantages to the 
public from the joint participation of American Natural 
and Trans-Canada in the ownership and management of 
Great Lakes. On the contrary, a company run jointly by 
Canadian and American directors seems entirely appropri- 
ate for a project involving the transportation of gas both to 
Canadian and the United States markets. Certainly from 
a Canadian standpoint such an arrangement is preferable 
to Trans-Canada’s having to deal through Northern and 
its subsidiary, Transportation Company, over which Trans- 
Canada would have no control whatever. From a United 
States standpoint it is important that the pipeline’s man- 
agement be shared by a system which is oriented toward 
service to consumers in the Midwest and that the Canadian 
supplier have an added incentive to make additional gas 
available to the United States markets. 


Two other points should be noted briefly. First, it is the 
opinion of these parties that the construction of a sec- 
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ond pipeline through northern Minnesota, Wisconsin and 
the Upper Peninsula of Michigan is very much in the public 
interest, particularly because of the establishment of com- 
petition in an area now served by only one interstate pipe- 
line company, and because of the certainty of the extension 
of gas service to areas which otherwise might not ob- 
tain such service. It must be recognized that the North- 
ern proposal was not viable because it had no contractual 
supplies of gas to perform the gas exchange operations it 
proposed. Second, the Great Lakes project will result in 
important benefits to Michigan Consolidated’s customers 
both by making unnecessary the construction of extensive 
additional facilities to serve that Company’s markets and 
by providing a second source of supply in the event of an 
emergency on Michigan Consolidated’s system. It must 
also be recognized that the Northern proposal does not 
fully parallel the Great Lakes system because it would not 
extend to the northern part of the Lower Peninsula. The 
proposed Northern line would enter at the southwest corner 


of Michigan and extend to St. Clair, traversing an area 
already served by three interstate pipeline companies, so 
that comparatively little additional competition would re- 
sult. Thus, in a broad sense, the Northern line would be 
duplicative of existing facilities rather than being truly 
competitive. 


In conclusion, these parties submit that the Federal 
Power Commission’s determination that the Great Lakes 
project is required by the public convenience and necessity 
is amply supported by substantial evidence in the record. 
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CONCLUSION 


These Intervenors, therefore, urge the Court to affirm the 
opinions and orders of the Federal Power Commission here 


under review. 
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APPENDIX A 
Pertinent Parts of Cited Statutes 


Public Utility Holding Company Act of 1935, Sections 10 
and 11, 49 Stat. 818, 820 (1935), 15 U.S.C. §§ 79j, 79k. 


§ 79j. Approval of acquisition of securities and utility as- 
sets and other interests—Contents of application 


(a) A person may apply for approval of the acquisition 
of securities or utility assets, or of any other interest in 
any business, by filing an application in such form as the 
Commission may by rules and regulations prescribe as nec- 
essary or appropriate in the public interest or for the pro- 
tection of investors and consumers. Such application shall 
include— 


* * * * 


(3) in the case of the acquisition of any other inter- 
ent in any business, such information concerning such 
business and the interest to be acquired, and the con- 
sideration to be paid, as the Commission may by rules 
and regulations or order prescribe as necessary or ap- 
propriate in the public interest or for the protection of 
investors or consumers. 


Conditions affecting approval 


(b) If the requirements of subsection (f) of this section 
are satisfied, the Commission shall approve the acquisition 
unless the Commission finds that— 


(1) such acquistion will tend towards interlocking 
relations or the concentration of control of public-util- 
ity companies, of a kind or to an extent detrimental to 
the public interest or the interest of investors or con- 
sumers ; 


(3) such acquisition will unduly complicate the cap- 
ital structure of the holding-company system of the ap- 
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plicant or will be detrimental to the public interest or 
the interest of investors or consumers or the proper 
functioning of such holding-company system. 


* * * * 
Conditions barring approval 


(c) Notwithstanding the provisions of subsection (b) of 
this section, the Commission shall not approve— 


(1) an acquisition of securities or utility assets, or 
of any other interest, which is unlawful under the pro- 
visions of section 79h of this title or is detrimental to 
the carrying out of the provisions of section 79k of this 
title; or 


(2) the acquisition of ‘securities or utility assets of a 
public -utility or holding company unless the Commis- 
sion finds that such acquisition will serve the public 
interest by tending towards the economical and efficient 
development of an integrated public-utility system. 
This paragraph shall not apply to the acquisition of 
securities or utility assets of a public-utility company 
operating exclusively outside the United States. 


* * * * 


§ 79k. Simplification of holding company systems—Exam- 
ination by Commission with view to simplification 


(a) It shall be the duty of the Commission to examine the 
corporate structure of every registered holding company 
and subsidiary company thereof, the relationships among 
the companies in the holding-company system of every such 
company and the character ‘of the interests thereof and the 
properties owned or controlled thereby to determine the 
extent to which the corporate structure of such holding- 
company system and the companies therein may be simpli- 
fied, unnecessary complexities therein eliminated, voting 
power fairly and equitably distributed among the holders 
of securities thereof and the properties and business there- 
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of confined to those necessary or appropriate to the opera- 
tions of an integrated public-utility system. 


Limitations on operations of holding company systems 


(b) It shall be the duty of the Commission, as soon as 
practicable after January 1, 1938: 


(1) To require by order, after notice and opportu- 
nity for hearing, that each registered holding company, 
and each subsidiary company thereof, shall take such 
action as the Commission shall find necessary to limit 
the operations of the holding-company system of which 
such company is a part to a single integrated public- 
utility system, and to such other businesses as are rea- 
sonably incidental, or economically necessary or ap- 
propriate to the operations of such integrated public- 
utility system: 
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APPENDIX B 
(Holding Company Act Release No. 15422) 
Administrative Proceeding File No. 3-349 


UNITED STATES OF AMERICA 
BEFORE THE 
SECURITIES AND EXCHANGE COMMISSION 


March 7, 1966 
In the Matter of 


Amezican Narurat Gas ComPany 
New York, New York 


File No. 70-4321 


(Public Utility Holding Company Act of 1935) 
Order Authorizing Acquisition of Capital Stock of Newly- 
Organized 


Pipe Line Company 

American Natural Gas Company (‘‘American Natural’). 
a registered holding company, has filed an application- 
declaration and an amendment thereto with this Commis- 
sion pursuant to Sections 9(a), 10, and 12(b) of the Public 
Utility Holding Company Act of 1935 (‘‘Act’’) and Rule 45 
promulgated thereunder regarding the following proposed 
transactions. 


American Natural has three major subsidiary companies: 
Michigan Consolidated Gas Company (‘‘Michigan Consoli- 
dated’’) and Wisconsin Gas Company (‘‘Wisconsin Gas,’’ 
formerly Milwaukee Gas Light Company), the largest dis- 
tributors of natural gas at retail in the States of Michigan 
and Wisconsin, respectively, and Michigan Wisconsin Pipe 
Line Company (‘‘Michigan Wisconsin’’), which owns and 
operates pipe line systems extending from gas producing 
areas in Texas, Oklahoma, and the Louisiana Gulf Coast to 
its principal markets in Michigan and Wisconsin. (Amer- 
ican Natural formerly had two pipe line companies, but one 
of them, American Louisiana Pipe Line Company, was 
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merged into Michigan Wisconsin as of January 1, 1966 
(Holding Company Act Release No. 15370).) The princi- 
pal customers of Michigan Wisconsin are Michigan Con- 
solidated and Wisconsin Gas. The subsidiary pipe line 
company, through purchase contracts with producers, pro- 
vides the major source of gas supply for the American Nat- 
ural system. 


American Natural has entered into an agreement dated 
August 20, 1965, with Trans-Canada Pipe Lines Limited 
(‘‘Trans-Canada’’), a nonassociate Canadian corporation, 
under which the two companies are to participate in the 
construction and operation of a proposed new 36-inch nat- 
ural gas pipe line to transport Canadian natural gas from 
Emerson, Manitoba, to the markets of the American Nat- 
ural system in the United States and to the markets of 
Trans-Canada in eastern Canada. It is anticipated by the 
companies that the cost of construction of the pipe line will 
approximate $212,000,000. 


The proposed pipe line is to be built and operated by 
Great Lakes Gas Transmission Company (‘Great Lakes’’), 
a newly-organized Delaware corporation, all the common 
stock of which will be owned in equal amounts by American 
Natural and Trans-Canada. When completed in 1967, the 
pipe line will extend about 989 miles in an easterly direction 
from the United States-Canadian International Boundary 
at Emerson, Manitoba (where it will connect with existing 
facilities of Trans-Canada) through Minnesota, Wisconsin, 
and the Upper Peninsula of Michigan, across the Straits of 
Mackinac to the Austin Field storage area of Michigan 
Wisconsin in central Michigan, and from that point to the 
United States-Canadian International Boundary near St. 
Clair, Michigan, where it will connect with Trans-Canada’s 
eastern Canadian facilities. It is expected that the first 
segment of the proposed line, extending from the Austin 
Field area of central Michigan to St. Clair, Michigan (and 
interconnecting with Michigan Consolidated’s facilities at 


6a 


the Belle River Mills storage area near St. Clair), will be 
completed during 1966. A 44-mile, 10-inch, branch line will 
extend natural gas service northward to the cities of Sault 
Ste. Marie, Michigan, in order to permit conversion of 
Michigan Consolidated’s distribution system in that area 
to natural gas service, and to Sault Ste. Marie, Ontario. 


Great Lakes will transport natural gas for the account of 
Trans-Canada. The contract volume of natural gas to be 
transported by Great Lakes for Trans-Canada’s account 
from Emerson, Manitoba, to its extremities at Sault Ste. 
Marie, Ontario, and St. Clair, Michigan, will amount to ap- 
proximately 392,000 Mef per day in the second year of op- 
eration (1967-1968) and will increase to approximately 
677,000 Mef per day in the fifth year (1970-1971). The 
American Natural system will purchase from Great Lakes 
20,000 Mef of gas per day in the second year of operation, 
which amount will increase thereafter to approximately 
57,000 Mcf per day in the fourth year of operation. The 
agreement between the companies also provides that an 
additional 50,000 Mef daily may be supplied to the Amer- 
ican Natural system beginning in the fifth year. In addi- 
tion, during the first year of operation, commencing No- 
vember 1, 1966, Great Lakes will transport approximately 
10,000,000 Mef of natural gas (an average of about 27,400 
Mcf daily) for Michigan Consolidated from the Austin 
Field area to Michigan Consolidated’s Belle River Mills 
storage facilities near St. Clair, Michigan. 


The filing states further that, as part of the proposed in- 
tercompany arrangements, Michigan Wisconsin will (1) 
beginning November 1, 1966, purchase an additional 113,000 
Mef of gas per day from Midwestern Gas Transmission 
Company (‘‘Midwestern’’), a mnonassociate company, 
through its present interconnection with Midwestern at 
Marshfield, Wisconsin, such gas to be provided by Trans- 
Canada through its present interconnection with Midwest- 
ern at Emerson, Manitoba; (2) deliver to Great Lakes at 
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Austin Field, Michigan, for the account of Trans-Canada, 
an equal quantity in the first year and a portion of such 
quantity in the second year; and (3) after the second year, 
retain all of such additional 113,000 Mecf of Canadian gas 
daily for use in its own markets. 


American Natural proposes to purchase 100 shares of the 
$100 par value common stock of Great Lakes at a price of 
$100 per share, or an aggregate purchase price of $10,000, 
whereupon American Natural will own one-half of the total 
outstanding shares of capital stock of Great Lakes, and 
Trans-Canada will own the other half through its subsidi- 
ary company, Alberta Inter-Field Gas Lines Limited. Ac- 
cording to preliminary estimates, it is expected that upon 
the completion of construction, Great Lakes’ capitalization 
will include $34,000,000 par or stated value of common stock, 
to be owned in equal proportions by American Natural and 
Trans-Canada. It is also proposed that initially American 
Natural and Trans-Canada will incur expenses on behalf of 
Great Lakes in connection with necessary proceedings be- 
fore the Federal Power Commission, and other incidental 
expenses. Such expenses will be reimbursed by Great Lakes 
at a later date. Definitive proposals for financing the total 
construction requirements of Great Lakes are not now be- 
fore the Commission, but will be the subject of separate 
filings under the Act at a later date. 


The filing states that because of the necessity of planning 
now for gas supplies to be required some years hence, 
American Natural’s management has concluded that it is 
essential to seek a substantial and continuing interest in 
Canadian sources of gas; and that Great Lakes’ proposed 
36-inch line into the heart of the American Natural sys- 
tem’s storage and distribution areas and the proposed joint 
stock ownership of Great Lakes should facilitate the Teal- 
ization of this objective. It is stated that the proposed line 
will permit natural gas service by Michigan Consolidated 
to various communities in the Upper Peninsula of Mich- 
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igan which do not now have such service, including Sault 
Ste. Marie, and will provide a second source of supply to 
the company’s existing distribution systems in northern 
Michigan; that the line will provide an additional means 
by which the storage fields of the American Natural system, 
particularly those in the Belle River Mills area of eastern 
Michigan, can be replenished during the summer to provide 
gas needed by domestic and commercial consumers during 
the winter; and that the Great Lakes line will provide a 
source of gas in the event of emergencies on any of the 
other pipe lines serving the American Natural system. 


It is stated that no approval or consent of any regulatory 
body, other than this Commission, is necessary for the con- 
summation of American Natural’s proposed acquisition of 
Great Lakes’ common stock. Great Lakes has filed an ap- 
plication with the Federal Power Commission seeking ap- 
proval, among other things, for the construction and opera- 
tion of the proposed pipe line and the proposed inter- 
changes of natural gas. A petition has been filed with the 
Federal Power Commission by Northern Natural Gas Com- 
pany (‘‘Northern’’) seeking leave to intervene in the Great 
Lakes proceeding before that Commission, and, on Decem- 
ber 30, 1965, Northern filed with the Federal ,Power Com- 
mission an application proposing an alternative project al- 
legedly competitive with the proposal contained in the Great 
Lakes application. 


Due notice having been given of the filing of said applica- 
tion-declaration in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release 
No. 15383) and no hearing having been requested of or or- 
dered by the Commission; the Commission finding that the 
application standards of the Act and the rules promulgated 
thereunder are satisfied and that no adverse findings are 
necessary; and the Commission deeming it appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application-declaration, as amended, be 
granted and permitted to become effective : 
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Ir Is OnpzRep, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be and hereby is, granted and permitted 
to become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 under the Act. 


By the Commission. 


Oxvat L. DuBors 
Secretary 


